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' T a m  office ofpublic Urifify Counsel v. f C C ,  265 F.3d 313 (5*  Cu. 2001) (TOPUC) 

' Access Charge Reform, Price Cap Pe,formance Reviewfor Local Exchange Carriers, Low- Volume Long- 
Distance Users. federal-Stare Joint Board on Universal Service, Sixth Report and Order in CC Docket Nos. 96-262 

Rcd 12962 (2000) (CALLS Order), affd in pari, rev'd in parr. and remanded in pari, Texas Ofice of Public Uti'lify 
Counrel. 265 F.3d 313 (5' Cu. 2001) (TOPUQ. CALLS consisted ofthe followmg members: AT&T, Bell 
Atlantic. BellSouth, CITE, SBC. and Spnnt, representing both incumbent local exchange carriers (LECs) and 
interexchange caniers (IXCs). 

' TOPUC, 265 F.3d at 3 17. 

and 94-1, Report and Order in CC Docket No. 99-249, Eleventh Repon and Order in CC Docket No. 96-45, 15 FCC 
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%650 million LAS amount included in the integrated CALLS plan represents a reasonable 
estimate of the implicit support in access charges to be replaced with explicit support and is 
supported by the record in this proceeding. We also conclude that the record supports the 
adoption of a 6.5 percent X-factor to achieve the Commission’s target rate levels for price cap 
caniers. 

11. BACKGROUND 

A. Interstate Access Charges 

2. Interstate access charges are imposed by local exchange carriers (LECs) to recover the 
costs of providing access to their networks for interstate and long-distance service.‘ The 
Commission has long recognized that, to the extent possible, interstate access costs should be 
recovered in the manner in which they are incurred. In particular, non-traffic-sensitive costs- 
costs that do not vary with the amount of traffic carried over the facilities-should be recovered 
through flat-rate charges, and traffic-sensitive costs should be recovered through per-minute 
charges.’ This approach fosters competition and efficient pricing. The Part 69 rules governing 
access charges, however, have not been fully consistent with this goal. For example, the costs of 
the common line or loop that connects an end user to a LEC’s central office should be recovered 
from the end user through a flat charge, because loop costs do  not vary with usage.6 Yet the 
subscriber line charge (SLC), a flat monthly charge assessed directly on end users to recover 
interstate loop costs, has been capped since its inception due to affordability concerns.’ 
Historically, LECs recovered their remaining common line costs through perminute carrier 
common line (CCL) charges imposed on interexclimge carriers (TXCs) which, in tilm, passed 
these charges on tc their customers in the form of higher Ions distance rates.’ By Inking the 
end-user rate for long distance calls more expensive, C.CL chai.gr .xtificially supprcssed demand 

~- 
. . ~ .. ~. -- ..---_I-- ‘ The Commissico uses a multi-st& process to~identie dkcost of providing aciess service. Firit. a i  iiuinbent 

LEC must record all d i n  expenses, invesrments, and revenues in accordance with accounting ru!es set fur& ’il ow 
regulations. See47 C.F.R. $ 5  32.1-32.9000. Second, these carriers m & d & d e  these costs between th.ose associated 
with regulated telecommunications services and those associated with nonregulatea activities. See 47 C.F.R 5 5  
64.901-64.904. Third, the separations rules determine the fraction of the incumbent carrier’s regulated expenses and 
mvestment that should be allocated to the interstate jurisdiction. See 47 C.F.R. $5  36.1-36.741, AAer the total 
amount of interstate cost is identified, the access charge rules translate these interstate costs into charges for the 
specific mterstate access services and rate elements. See 47 C.F.R. $1 69.1-69.73 1 

Access ChargeRejonn, CC Docket No. 96-262, First Repon and Order. I2 FCC Rcd 15982, 15992-93, para. 24 I 

(1997) (Access Charge Reform Firsf Report and Order). 

‘ 
Access Charge Refom First Repon and Order, 12 FCC Rcd at I601 3, para. 77 (“Because common line COSU 

do not vary with usage, these costs should be recovered on a flat-rated instead ofper-minute basis. h addition, these 
costs should be assigned, where possible, to those customers who benefit from the services provided by the local 
loop.”) 

This charge is also referred to as the end user common line (EUCL) charge. See 47 C.F.R. 5 69.152. 

See CALLS Order, I5 FCC Rcd at 12969-70, para. 18 8 
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for interstate long distance s e r ~ ~ c e s . ~  CCL charges also created significant implicit subsidies 
flowing &om high-volume to low-volume users of interstate long distance services, which have a 
disruptive effect on competition in the markets for local exchange and exchange access 
services." 

3. Prior to 1991, L E G '  access revenues were governed by "rate-of-return'' regulation, 
Under rate-of-return regulation, an incumbent LEC is limited to recovering its costs plus a 
prescribed return on investment, and is potentially obligated to provide refunds if its interstate 
rate of return exceeds the authorized level." In 1991, the Commission implemented a price cap 
system for the largest incumbent LECs that altered the regulation of their interstate access 
charges." Rather than focusing on costs, price cap regulation focuses primarily on the rates 
incumbent LECs may charge and the revenues they may generate from interstate access 
services." By severing the direct link between authorized rates and realized costs, the price cap 
system was intended to creak incentives for LECs to reduce costs and improve productivity, 
while maintaining affordable rates for consumers through the caps on prices." 

4. Although the initial price cap rates were set equal to the rates the LECs were charging 
under rate-of-return regulation, the rates of price cap LECs have been limited ever since by price 
indices that have been adjusted annually pursuant to formulas set forth in the Commission's Part 
61 rules. Price cap carriers may earn returns hgher or lower than the prescribed rate of return that 
incumbent LECs are allowed to earn under rate-of-retum regulation. Price cap regulation 
encourages incumbent LECs to improve their efficiency by harnessing profit-malung incentives 
to reduce costs, invest efficierdy ia new plant and facilities, and develop and deploy i n n o v d v e  
senicc offerings, while sci'i,y yicc cei.lings 31 r.sesonable lerol:. Indi l  idual ,-ompanit-> ,&ic 313 
jncrptivc :G .:ut <<is:> i:ld itlcrpase p..yj 
.xff.7.-[ ,217 :hc pi 'CPE '!-q a;l: pe,mi?:<si 

;ii.y a.:cal:,e li: '.$e: ;Ii.:;: v i s i  +, 
'~,<c. and :!:,~. -.,. ..I::~: lC) ;;E.:; i 

i-s,ll!in~ fig:.. rc,l:::.c.l c3':;. 

B. Uni; c~sa! ~~ 

' CALLS Order, 15 FCC Rcd at ILP.69-X para. 18 

AceesCharge Reform Firsr Report and Order. 12 FCC Rcd at 15986 para. 6, 15995-96 para. 30, 16013 para 10 

76. 

See Multi-Association Group (MAG) Plan for Regularion o//nrerslan Serviees o/Non-Price Cup fncumbenr 
LEC and IXCs, Second Repon and Order and Further Notice of Proposed Rulemalung in CC Docket No. 00-256, 
fifteenth Report and Order in CC Docket No. 96-45, and Repon and Order in CC Docket Nos. 98-77 and 98-166. 
I6 FCC Rcd 19613, 19624. para. I9 (2001) (MAGOrder). 

I 1  

I 2  See Policy andRules Concerning Raresfor Dominanr Carriers, CC Docket No. 87-313. Second Report and 
Order, 5 FCC Rcd 6786 ( I  990) (LEC Price Cap Order). 

See LEC Price Cap Order, 5 FCC Rcd at  6787, para, 2 .  I 3  

" Id. 
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telecommunications service in areas where the cost of such service otherwise might be 
prohibitively expensive." Historically, ths purpose has been acheved both through explicit 
monetary payments and implicit support flows that enable caniers to serve high-cost areas at 
below-cost rates Congress established principles for the preservation and advancement of 
universal service in the Telecommunications Act of 1996, directing the Commission to create 
explicit universal service support mechanisms that will be specific, predictable, and sufficient.'" 
The Commission has approached this goal by, among other things, pursuing reforms intended to 
make universal service explicit and portable to competitive carriers." Congress also articulated a 
national goal that consumers in all regions of the nation, including rural, insular, and high-cost 
areas, should have access to telecommunications services at rates that are affordable and 
reasonably comparable to rates charged for similar services in urban areas.'* Section 254 
provides that federal universal service support mechanisms should be specific, predictable, and 
sufficient to achieve the purposes of the Act.Ig 

C. Prior Commission Orders 

6.  With the passage of the 1996 Act, the Commission determined that it was necessary 
to make substantial revisions to access charges and universal service in order to promote 
competition and preserve and advance universal service. Specifically, the Commission aligned 
the access charge rate structure more closely with the manner in which costs are incurred.*0 In 
the Access Charge Reform First Report and Order, the Commission created the presubscribed 
interexchange carrier charge (PICC), a flat per-line charge imposed by a price cap LEC on an end 
user's IXC. To the extent that the SLC cap prevented a price cap LEC fiom fully recovering its 
costs through the SLC," the LEC could recover those costs through the PICC, up to the .!'ICC 

~ . . ~  , . . . .  ~. 
~. I.-,.-__ .___I_- ~ , 

See; r 2 , Fsderal-Sfare Joinf Board on Un&rrd Service Fourteenth Repsrt and Order r:x,lt,, +.:r,nd C'rdei 
5 ~:f:p~?' : : . : '13~.~l~rin 

15 

on Recom;GF~dtiot& and Further Notice 3f Proposed RuleimLiig L. Cr~ qocket?.'c 3 6 4 , ,  
CCDocket No. 00-256, 16 FCCRcd 11241. 11751. para. I 3  (2001) (!?T!.Cder). 

. . . . . . , 

Telecommunications Act of 1996, Pub. L. No. 104-194, I10 <tat. S f  i i'Pl : t3CC '.cr). The IS96 Act 
ameiided the Communications Act of 1934 (the Art) (codified a: 4 . '  L'.S.i: 9s 151 e i ~ e q  \ .  see also 47 C' S C .  8 
I S  

254!eL.- ~ 

" 

8801-03. paras. 46-51 (1997) (subsequent history omined) (adopting the principle under section 254(b)(7) of the Act 
that federal suppon mechanisms should be competitively neubal); see also 47 U.S.C. 5 254(e). In November 2002, 
the Commission referred to the Federal-State Joint Board on Universal Service several issues related to the 
portability of universal service suppon. Federal-Sfate Join1 Board on UnLversalService, CC Docket No. 9645,  
Order, 17 FCC Rcd 22642 (2002). 

'* 47 U.S.C. 5 254(b)(3). 

'' 47 U.S.C. §§254(b)(5), (e). 

Federal-Sfafe Joint Board on Universal Service, CC Docker No. 96-45, Repon and Order, 12 FCC Rcd 8667. 

20 Access Charge Reform Firsf Reporr and Order, 12 FCC Rcd at 15998, para. 36. 

As discussed above. due to affordability concern, the SLC IS subject to a cap that, parhcularly for residential 
customers, is often below the level that would enable the LEC to recover the :.me mterstate cost of the local loop. 
See para 2, supra 

2 ,  
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cap.” Any costs above the PICC cap could be recovered through the CCL ~ h a r g e . ~ ’  PICCs 
markedly reduced the inefficient per-minute recovery of local loop costs through the CCL charge, 
and increased the portion of loop costs recovered through flat charges.” 

7 .  Unfortunately, the advent of PICCs also created market inefficiencies.” Because 
K C s  recovered the residential PICCs on a per-account basis, residential customers with only one 
line paid the same as those with two or more lines, and so paid more than the costs IXCs incurred 
for providing them service.” In addition, because PICCs were not assessed directly on 
consumers, but instead were subjected to averagmg and mark-ups by the IXCs, consumers were 
prevented from making head-to-head comparisons among local service providers.” Moreover, 
residential consumers paid more overall because IXCs included “transaction costs,” such as 
Lifeline costs, universal service contributions, and bad debts associated with non-paying 
subscribers, in the PICCs passed through to their customers.*8 

D. The CALLS Order 

8. On May 3 1,2000, the Commission adopted the CALLS Order, a five-year transitional 
interstate access and universal service reform plan for price cap carriers, largely based on a 
proposal from the CALLS members.” In the CALLS Order, the Commission sought to address 
several controversial and interrelated issues. Incumbent LECs have traditionally argued that they 
must maintain their revenue streams kom access charges in order to support universal service 
goals, while IXCs and consumers have argued that the prices charged and revenues recovered by 
incumbent LECs reflect the inefficient rate structure developed in a monopoly environment 30 In 
xder  to resolve thsse difiiciilt issues.. [lie CALLS memhe!: propoqed their plan for 
-jinprehensi-.y refimni of the ir;ttrrc!a!caC aSjet:.tj of the i:;;?i:9!ate niiess i:hage regime .ai 
~ ~ < ~ , i \ - c r < a ]  j:;r\ricp ’! Tiif (~.~~:m:~x.a:!. e KCT i.k! i,f: ‘>wfi I;:+,p??dent jl;?,g?ren! :,I T,~;-J~.Kv.~sL i>k 

. .  
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CALLS plan.’* The C o r  :ission reviewed it as a single, integrated proposal. “focus[ing its] 
inquiry on the reasona~ter~ess ofthe proposal taken as a whole.”” The Commission found, 
among other thmgs, th-r “its essential constituent parts individually fall within the range of 
reasonableness.”” It also found that the CALLS plan served the public interest because i t  
resolved several controversial, interrelated issues in a manner satisfactory to traditionally adverse 
industry groups and advanced the Commission’s competitive and universal service  goal^.'^ 

9. In the CALLS Order, the Commission further reformed the access charge regime for 
price cap carriers. Recognizing that the PICCs created market inefficiencies, the Commission 
sought to establish a more straightfonvard, economically rational common line rate structure.” 
Therefore, the Commission increased SLC caps,” eliminated the residential and single-line 
business PICC,’’ and capped multi-line business PICCs.” The Commission limited a price cap 
carrier’s recovery From SLCs, the new Interstate Access Support (IAS) mechanism, multi-line 
business PICCs, and CCL charges to “Price Cap CMT Reven~e.”‘~ It also addressed the 
historically controversial “X-factor” in the price cap formula by changing the X-factor’s function 
from a productivity offset to a transitional mechanism for reducing per-minute access charges to 
target levels proposed by the CALLS members.4’ In addition, the Commission approved an 
immediate $2.1 billion reduction in per-minute switched access charges, whch  the CALLS IXC 

Id. at 12981-82, para. 49. 

“ Id. 

’ I  Id at 12981-82, para 49 

Id at 12977 para 36, 12981-82 paras 48-49 
. ~ ~......,.,.I, 

~ . ~ ~ . ~ .  . .  
Id ar 12970, para 14 16 

~. ’’ 
S1.C cap for iesidentisl ar.d singldine business l$es to $5.00 rirr month, a,:.J ap“:wed 3 sen? of f d w :  increases 
conditioned on cost studies to bc cubmined in a h u e  cost rmie i pr.~.?e-d;rp. ‘1,f ‘.I $ ( h i t /  1 5  f.CC Scd at 
12994, para. 83. In order to p r e s m e  affordability ~ O I . ~ O W ~ ~ C C O ~ I I P  ;omumers, k z  ‘.‘.‘otn?ilssion elso n . i ea sed -~  
universaI~e~~~ee_gupppn_under_rhe_Lifeline rnecharGsn CALLS &der, 15 FCC Rcd at 13057-59, para<.  215-21. 
Recently, the Commission approved increases in residential and singie-lme SLC caps io $6.50. Cosr Revrew 
Proceedingfor Residenfial and Single-Line Business Subscriber Line Charge (SLC) Caps, CC Docket NOS. 96-262. 
94-1. Order, 17 FCC Rcd 10868, 10869-70, para. I (2002) (SLC Cap Review, Order). 

See id. at 12Y91-93, paras. 76-’79 In the CALLS Order, die Zomnu~~inn  spp‘o’ec‘ gadbattd incieircs J I  the 

CALLSOrder, 15 FCC Rcd ai 12991-93. paras. 76-79. 

” Id. ai 13004-06. paras. 105-12. The multi-line business PlCC is a transitional mechanism that recovers revenue 
thar would otherwise be recoverable through charges on residential and single-line business lines. Id. at 13004. para. 
106. In the CALLS Order, the Commission concluded that “maintaining h s  transitional rnecharusm continues to be 

approach in establishing a more efficient inrerstate access charge rate structure consistent with OUT long-term 
universal service goals in a competitive local exchange environment.” Id 

a reasonable measure to avoid an adverse mpact on u’versal  service and residential customers, and is the better 

40 Id. at 12988-89, para. 70. Price Cap CMT Revenue includes common line costs, marketing expenses, and 
residual revenues previously recovered through the transport interconnection charge. Id. 

4 ,  Id. at 13028-39, paras. 160-84. We discuss the X-factor in greater deta~l in section 111.8. infra. 
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members committed to pass through to their customers." 

10. Furthermore, the Commission established a new interstate access support mechanism, 
sized at $650 million annually, to replace implicit support in the interstate access charges of price 
cap caniers." The MS mechanism provides price cap carriers with the support required to 
recover a portion of their Price Cap CMT Revenues that cannot be recovered through SLCs. The 
Commission found $650 million to be a reasonable amount that would provide sufficient, but not 
excessive, support." In th~s regard, it observed that a range of funding levels might be deemed 
"sufficient" for the purposes of the 1996 Act, and that "identifymg an amount of implicit support 
in our interstate access charge system is an imprecise exercise.'"' 

E. Fifth Circuit Decision 

11. On September 10, 2001, the United States Court of Appeals for the Fifth Circuit 
upheld the CALLS Order in most respects, but remanded to the Commission for further 
consideration its decisions to size the IAS mechanism at $650 million and to set the X-factor at 
6.5 percent." The court held that the Commission reasonably interpreted sections 254(b)( 1 )  and 
254(i) as aspirational with respect to the maintenance of affordable rates and therefore upheld the 
decision to increase the residential and single-line business SLC caps4' The court found that, 
though the Commission could not reverse past policy regarding SLC caps without explanation, 
the Commission had articulated rational reasons for the  increase^.'^ The court also held that the 
Commission reasonably concluded that section 254(k), which requires that the Commission 
establish cost allocation rules, cowems allocation c f  joint and common costs, rather than the 
SLC' and the PICC, wbkh rclate to the ~ recovery ~~~ ofs!i;:h ~~ ~~. c fW 'I Thc court hrther held :hat the 
. __ .. ~ . ~ - .. 
' l  ii : . I  1307:. $-at.?.. ; ? I . < ?  

. .  
a, ; a , : . l , j ( # C ~ ; p a , , ,  . ):,:,,rz;Tgp!-:., . ' n ' : J - o ' . ' ; '  >.? v;.:. ' . W  :: ., .i.? 

lion & greater J t 4 i  in rectinr 11.1 .! 

I.;. i.(.,S P A C - ,  i j i t . i l  I r ~ d  ar 

i+ 

>C4S, ;-a:,. X..' x 

. .  '' 10' ;: 13045, 
VO~?LIIIC-, iuld gecgraphic rats averagmg) a r t  soi easily severable arid .-;iisnt;fia>le. ?.<:orsover, ;he ccmpc:itive pnchlg 
pressures present dunng tlus @ansitional penod between monopoly and competition present additional complexlties 
m identifymg a specific amount of implicit support."). 

'' 
Procedure Act with respect to the abbreviated notice-and-comment penod for the revised CALLS proposal and ex 
parre contacts between the Commission and CALLS proponents. Id. at 325-27. 

47 Id. at 322. 

*' 
Id. The c o w  noted several reasom for increasing the SLC cap: the effects of d a t i o n  since the last SLC cap 

increase minimized the real effect of the increase; studies indicating that telephone subscribershp would not be 
negatively affected by the SLC cap increase; the increased funding of the Lifeline support program which allayed 
some prior fears about affordability; the promise to conduct a cost study before the latter stages of the SLC increase; 
and the offset of the SLC increase by the pro-competitive benefits of the elimination of h e  PICC. Id. 

ii:: ,"?,e various implicit rirpyvr: f iow (2 ' ! , . , , . , e< ,  I. ~<*.&r!rk! 5 lgh-dwne  Lo low. 

See TOP UC, 265 F.3d at 329. The court also found that the Commission did not violate the A h s t r a t i v e  

Id. at 324 
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Commission co.  d reasonably rely on market forces to restmcture access rates and need not 
conduct a forward-looking cost study to set access rates.” 

12. The court did find, however, that the Commission needed to provide funher 
explanation of two aspects of the CALLS Order. With respect to the 5650 million size of the IAS 
mechanism, the court concluded that, while identifylng a specific amount of support is an 
imprecise exercise, the Commission must better explain how it arrived at the $650 million 
~ ~ ~ o u n t . ”  Similarly, the court found that the Commission must demonstrate a rational basis for 
its derivation of the 6.5 percent X-factor.’’ In response to the remand, the Common Camer 
Bureau issued a public notice seeking further comment regarding the $650 million IAS amount.5’ 

111. DISCUSSION 

A. 

13. We conclude that $650 million is a reasonable estimate of the implicit support in the 
interstate access rate structure that must be replaced by IAS in order to accomplish the 
Commission’s competitive and universal service goals in adopting the transitional CALLS plan. 
The CALLS members proposed a $650 million support amount as part of their integrated 
proposal for resolving several interrelated and difficult issues associated with access charge 
reform. The Commission stated that it would adopt individual elements of the proposal, 
including the $650 million suppon amount, if the elements were, in the Commission’s 
independent judgment, within a range of reasonablene~s.~‘ Careful consideration,of all of the 
studies submitted in this proceeding allows us to definc a relatively liarrow range ofreasonable 
s ~ q p o d a m a u n t s ~ ~ i i l l i o n  IAS arnsunt proposed by the CALLS mernbt:rs f3.115 w i t h  
this range ofreasanable support amounts ?4oreover, ++ a,’, e 111 jC \ iSS hciow, wc %ncivde that 
nothing in the record, iccluding recent studies b) ?.&SI ‘1 ‘ 4 ~  Q \ t y \ t ,  indicaics that tllerz IS n 
more reasonable SllppGfl amolunt than the $)ne propos>.; In r l w  c.:’~! !,S ?Ian. M:c find that ii $550 
million support amount adeqaatelybalanscs OUT gar;ous pc:icy gczls. Ir,d!liiiiig t3e availablity of’ 
service in all areas at rates that are affordable aid rcasr:r?hiy rnmpa*st.ie to na?ior?--:4e Fati.;, !he 
promotion of competition and efficient inws!mt.iit in rural Smenca, and !he facilitation of’ il:e 

$650 Million Interstate Access Support Amount 

Io Id. at 324-25. 

Id. at 328; see also para. I?. infra. 

TOPUC, 265 F.3d at 328-29; see ulso para. 38, infro. 

II 

” Common Currier Bureau Seek  Commezr on Remand < 

transitional reforms of the access ratc structure adopted in the CALLS Ofder. 

nr Under Intersrate Ac /lion Support An; 3s .. 
Support Mechanismfor Price Cap Carriers, CC Docket Nos. 96-262,94-1,99-249, and 96-45. Public Notice, 16 
FCC Rcd 21307 (Corn. Car. Bur. 2001) (CALLS Remand Public Notice). The Bureau did not seek further comment 
on the remand of the 6.5 percent X-factor, indicating that i t  would rely on the existmg record with respect to ha! 
issue. Id. at 21308 n. 5 .  Pursuant to an agency reorganizatlon, the Common Carrier Bureau subsequently became 
the Wuelme Competition Bureau. 

CALLS Order, 15 FCC Rcd at 12981-82, para. 49 54 
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1. Background 

14. As discussed above, in the CALLS Order, the Commission adopted several reforms 
designed to rationalize, and remove implicit support from, price cap carriers' interstate access 
rates." In order to make these reforms possible, the Commission adopted a new explicit 
universal service mechanism-MS-to replace implicit support previously collected through 
interstate access  charge^.'^ The IAS mechanism distributes support to carriers serving lines in 
areas where they are unable to recover their permitted CMT revenues from SLCs despite the 
revised caps." The IAS mechanism accomplishes this by using several mathematical 
calculations to determine per-line support amounts for each Unbundled Network Element (UNE) 
zone based on the extent to which the average allowable CMT revenue per line for the zone 
exceeds certain benchmarks." Specifically, in any geographically deaveraged UNE zone where 
the average common line revenue per line for that zone would exceed a benchmark of $7.00 per 
line for residential and single-line business lines and a benchmark of $9.20 per line for multi-line 
business lines, the IAS mechanism would provide support for a portion of the difference between 
CMT revenue allowed and the benchmarks." Although the aggregate difference between 
permitted common line revenue per line and the benchmarks exceeds $650 million, the IAS 
mechanism employs a series of formulas to apportion support so that it does not exceed $650 
million per year.M The amount of IAS provided in each study area is also adjusted on a phased-in 
basis so that by July I ,  2003, CCL charges and multi-line business PICCs will be eliminated for 
most lines served by price cap LECS.~'  To the extent that carriers cannot recover their allowable 

Carriers recover costs dssiped to the intersiate juri.;iii:fion ?xrjuam :3 eitht-r k5.e Crmmission's price cap I J  

regrrlarions or its raw of-rehm regulations The Comr~%it.:~ .c'lrx:.,?d i r F v : n  of:he Z C T ~ S ?  I%+ sail< h ~ r e  for rate- 
of-rel~ui! camcrs m h e  .VAG Order A4.4G d r h ,  I C  FCI' P.cd e; i S o l t .  ~ . t i ~  r.. !hc Com~&::~n'. x . i L r r s ? l  
si)-yice nile$ ais(; i i I i i ; ~ s ~  I .h h:,c.-eit wal <s i : : z15 ,  . , ~ ' ,~ sc i :  ~ T P  ~,.ci::a:(y . .  sr<u;i ~ . ? i i ( . ~ r  that rzl::.i ..b: 

IC the !i:trariav ;.~4dirr;!c;rLm ,?.?c .%? L j.<,'. 4 i:?97) .t,lrh;,?j:i u,o - I : , ' ; ,  ..:,.s.'<i 

r~s . . l a t~m,  fhz,; "i.' 3ypro,t!I-ntet. 105 turn] ;!ri-p c q  , : + , k s  

.' i ' d ! . 5 : O ~ d e r .  1 5 : S t A  R,dd !?!I.:': 

. -  
s ' :  

"r,,:d ;r!rp,;,onc , - . > T i p r ; ; , '  ,r. t!w .?c1 ,, im ::>-ai .:h:. i i t  r L r  rh.: I ' .L,J~(:. .? ,!;<.::ih 

I,'N N,iCIJ(3.4 Rep:;. :? 1 

Id.  at 13042, Fdra, 195; STF nlss supm iiutc ;I? and acr:or.psrynp !'xi. 

'' CALLS Order, I; FCC Rcd at 1304344. para. 196. A W E  zone is a state-created zone pursuant to section 
5 I .507(f) of the Commission's rules, whch requires states to establish different rates for unbundled network 
elements in at  least three defmed geographir areas withm the state to reflect geographic costs differences. 47 C.F.R. 
$ 51.507(0. 

5 .  

CALLS Order, 15 FCC Rcd at 13043 para. 196. For purposes of calculating IAS, the SLC cap on n o n - p m r y  59 

residential lines and single-line business lines is set at $7.00, and the SLC cap on multi-line business lines is set at 
$9.20. Although the maximum residential SLC cap changed from $7.00 in the Onginal CALLS Proposal to $6.50 m 
the Modified Proposal, the CALLS member< continued to use $7.00 for purposes ofallocating IAS to each pnCe cap 
LEC's service area to maintain consistency qfbenchmarks between primary and non-ptimary residential lines. Id. at 
13043 n. 427. 

Id at 1304344, para. 196, 60 

6 1  Id 
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CMT revenues through SLCs a?? IAS, they recover their CMT revenues through a multi-line 
business PICC-up to a month: of $4.3 I-and then CCL charges.62 

15. In adopting this mechanism, the Commission found the proposed $650 million U S  
support amount to be a reasonable estimate ofthe amount of implicit support to be replaced in 
the price cap access rate structure with explicit, portable ~upport .~’  In light of the inherently 
imprecise nature of identifymg implicit support in the access rate structure, the Commission 
found the $650 million support amount reasonable for several reasons. The divergent interests of 
the CALLS members-IXCs and low-cost LECs that are net contributors to the universal service 
fund and high-cost LECs that are net recipients of universal service-provided significant 
incentive for the CALLS members to ensure that the estimate was reasonable.w The Commission 
Further noted that the CALLS group submitted an AT&T-developed fonvard-loolung cost study 
that estimated a support amount of $613 million.” This estimate relied on the Commission’s 
model for calculating tugh cost loop support for non-rural carriers and assumed increases to the 
SLC cap consistent with those the Commission adopted.66 

16. The Commission found further evidence of the reasonableness of the $650 million 
support amount in the fact that this amount was within the widely rangmg estimates of implicit 
support in various studies before the Commission. For example, the United States Telecom 
Association estimated, based on embedded costs, that interstate common line rates then 
contained $3.9 billion in implicit universal service ~upport .~’ Commission economists William 
Rogerson and Evan Kwerel compared embedded costs to forward-looking costs to estimate that 
interstate access rates included $1.9 billion in implicit supporLb8 The C:-2LLS memhers noted, 
but did not advocate reliance on, a study that used the HAI forv:arrl-!ooking model io eslimate a 

~ _ _ _  

See 47 C F.R $ 6  61.46(d), 69.153 

CALLSOrder, i.5 FCC Rcd at 13046-47. pars 202 

.. ~ ~ 

” 

Id. at 1304647,  para. 202. ~~ 

Id. at 13045, para. 200. The other members of the CALLS group did not join UI the citation of t h ~ s  study. See 
Memorandum in Support of the Revised Plan of the Coalitionfor Affordable Local and Long Disrance Service, CC 
Dockets 94.1, 96-45, 99-249,96-262, filed by CALLS on March E, 2000. 

65 

CALLS Order, 15 FCC Rcd at 13045, para. 200. In the Universal Service F$h Repon and Order, the M 

Commission approved the Synthesis model for use in calculating hgh-cost support for non-rural camers. Federal- 
StafeJoinr Eoardon UniversalService, CC Docket No. 96-45. Fifth Repon and Order, 13 FCC Rcd 21323 (1998) 
(Universal Service Ffth Repon and Order). The Synthesis model is a series of algorithms that allow the user to 
estirmre the cost ofbuilding a telephone network. CALLS Order, 15 FCC Rcd at 13045 n. 438; see also genera/+ 
Universal Service Fijh Report and Order. 

CALLS Order, 15 FCC Rcd at 13045, para. 199 (citmg USTA Comments, CC Dockets 96-45 and 96-262 filed bI 

July 23, 1999). 

Id. at 13045, para. 199 (citing A Proposalfor Universal Service and Access Reform, Rogerson and Kwerel, CC 68 

Docker Nos. 96-45 and 96-262 (filed May 27. 1999) (Rogerson and Kwerel study). 

10 
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$250 million support amount.69 US West used the Commission’s Synthesis model to estimate a 
support amount of $ I  .2 billion, but did not assume increases to the SLC cap consistent with those 
the Commission adopted.” ALTS and Time Warner proposed an alternative plan that would 
provide $300 million in explicit universal service support, but provided no empirical evidence in 
support of this amount.” Also before the Commission, but not cited with respect to the 
Commission’s decision to size the IAS mechanism at $650 million, was a study filed bv the 
Common Carrier Bureau’s Industry Analysis Division (IAD).” 

17. The Fifih Circuit remanded the CALLS Order to the Commission for further analysis 
and explanation of the $650 million support amount.” The court recogmzed that "identifying a 
specific amount is an ‘imprecise exercise’ and that [its] review of  the [support amount] is 
especially deferential due to its transitional nature.”” The court concluded, however, that the 
Commission “failed to exercise sufficiently independent judgment in establishing the $650 
million amount,” by granting “near-total deference” to the fact that many panies agreed that $650 
million was an adequate support amount.” The court stated that “the [Commission] must 
provide some explanation as to why it found one study more persuasive than the other, even if it 
does not determine a precise amount as the ‘only’ correct figure.”” In particular, the court noted 
that the Commission “hint[ed] at a reasoned analysis” with respect to the AT&T study based on 
the Synthesis model and the ALTS/Time Warner estimate, bur failed to address other studies.” 
On remand, the court therefore directed the Commission to provide Further analysis and 
explanation justifylng $650 million as an appropriate amount of support available under the IAS 

Id. at 13045, para 199 (citinng C A L I S  Suppleinenral R.sply q( I I !! i i ;  ( t i id  . 4 p d  17, 2OOOi:. The C . 4 2  S 69 

membnrs nc;:sd dus smdy a s  an ~xo~)q>Ic of !he w!d:.rsngop csLimaies cfth; a;?,op:la:% z . zc  t > ! ’ L  

CALLS Supy!cmzntal 2ep;y at 1 i .iiTBT dev4oyz.d t 
:-~.v,~t:si,,: ~41:. OF it; u;.hei gx<.~ a~h:cli a,?.! :!.,e 7: 

-13fi The Q,-.:~j,jl?n I:,.q, ir;l j:j,np .;!c.iients 
app;;ved the ZlAl ~ncdel f j j  I 

R+mrr : . i d  Ordei 

a :c.i:e,, fa!,;nw,s . .. !r, .Ist;,F2te i+, .% il,Ft ,,r:.,..i!,yG: 

u. a l c , , ! a t ~ J ~ ~  Y + S i  ~ ~ r d i r c  : : q p ; r i .  5+ ~i,:+. 

GiI.l..Y!)rdw, i 5  F‘Clicdat I3oi lP .p  

Id. at 13048, para. 204 (citing ALTS and Time Warner Supp L‘xmnents at 17). 

’’ CALLS Analysis, CC Docket Nos. 96-262, 94-1, 99-249, and 9 6 4 5 ,  (tiled by lndusny Analysis Division, 
Common Carrier Bureau on May 25,2000) (IAD CALLS Study). LAD is now known as the lndusuy Analysis and 
Technology Division. The work underlymg this study is posted to the Commission website at 
wuw.fcc.eov/wcb/iatdlec.h!ml. The Commission relied on this study in other aspects and attached ponions of !he 
study as Appendix C of the CALLS Order. See CALLS Order, 15 FCC Rcd at 12978-79 para. 41, 13140-43. 

’’ 
’‘ Id. at 328. 

’’ Id. 

i i ! d  :c!ti~.g 1.;‘; 9. ‘::I S,);? ;.~.ioulien-r i’ :‘I - (8 

71 

TOPUC, 265 F.3d at 327-28. 

” Id. 

Id. 11 
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mechani~m.’~ 

18. In response to the remand, the Common Carrier Bureau (Bureau) issued a public 
notice seeking further comment on the S650 million support amount.’9 Specifically, the Bureau 
sought comment on the uses of a cost model, including the Commission’s Synthesis model and 
the AT&T study, to identify the appropriate size of the IAS mechanism.80 The Bureau also 
sought comment on the use of other studies to determine whether S650 million is the support 
amount that best serves the Commission’s universal service goals.” In addition to the comments 
and reply comments addressing the studies previously filed in the proceeding, NASUCA filed 
reply comments outlining its own study, whch  relied on the Commission’s Synthesis model, 
albeit with sigruficant alterations.” Based on this study, NASUCA claims that the IAS 
mechanism should be sized at $336 million if the residential and single-line business SLC cap is 
$6.50.’’ Qwest, successor to US West, revised US West’s earlier estimate of $1.2 billion to 
$978 million to reflect the higher SLC caps adopted by the Commission.84 

2. Discussion 

19. We conclude that the record in this proceeding supports the Commission’s decision to 
size the IAS mechanism at $650 million. Below, we address each of the cost studies filed in this 

” Id 

CALLS Remand PublrcNohce, 16 FCC Rcd at 2 1307. The Bureau did not seek funher comment regarding the 79 

6.5 percent X-factor. Id. at 21308 n. 5 .  The Bureau is now known as the Wueline Competition Bilreau 
~ ~ ~.~ ~. 

~ ldatZ13L181,.. -. . .~ ~~I . ~~. . . -. .~ 

~ ~~ ~~ 

.~ .~ “ Id, at 2 1709. 

NASLCA Reply. The NASUZ.4 srudy xas  origmally dev, ;>ped for t k  LiLC cap :&tew yroccrdhg. se;. 
NASUCA Reply in CC Docket Nos. 46-26? 94-1, and 9645  (tiit.! lanuai 
Conmssion stated tha! it  would conhct  i cost reb~iew proreedby ,,L.OI to 
and single-line bsiness  SLC rap above $5.00. CALLS Order, I 5  FCC Rcd a :  ~?.35.i, pala. 8:. As 5ktcd aha% the 
Commission recently apprwed graduated SLC cap increases to $6.50. SLC Cop Review Order, 17 FCC Rcd at 
10869-70, para. I .  

’’ 
NASUCA filed a petition requesting mohfication of the Interim Pmtechve Order in the non-mal lugh-cost 
proceeding in order to permit it to use wire center line data necessary to 11s detailed study. Request ofNationol 
Association of Srate Utiliry Consumer Advocatesfor a Second Limited Modrficarron of Interim Protecrive Order 
(/PO), CC Docket Nos. 96-262,94-1, and 96-45 (filed January 14,2002). On February 6, 2002, two days after reply 
comments were due, NASUCA filed “reply comments” in whch it outlined the conclusions of its study along with 
some of its major features. On May 6. 2002, the Commission released a modificanon to the Interim Protective Order 
to p e m t  NASUCA to file its complete cost study. Access Charge Reform, Price Cap Pe&rmance Reviewfor 
Local Exchange Carriers, Low Volume Long Distance Users, Federal-Store Joinr Board on Universal Service, CC 
Docket Nos. 96-262,94-I. 99-249, and 9645 ,  Order, 17 FCC Rcd 8252 (2002). On May 29,2002, NASUCA made 
two exparle filhgs wluch included its detailed cost study. Letters from Michael J. Travieso, Maryland People’s 
Counsel, to Marlene H. Dortch, FCC, filed May 29, 2002 (NASUCA ex porre leners). 

2002) In :he CAL1.S O d e r ,  the 
k d ;  ijtcrease to the midentla1 

On l anpry  14,2002, eight days before comments were due in response to the CALLS Remand Public Notice, 

Qwest Comments at  7-10 84 
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proceeding. We conclude that they establish a range of reasonable support amounts, based on 
forward-loolung and embedded cost estimates, from $593 million to $978 million. Because the 
$650 million LZS amount proposed in the CALLS members’ comprehensive plan for access 
reform falls within ths range of reasonable estimates, we then address whether the $650 million 
IAS amount appropriately balances the Commission’s relevant goals. We conclude that the $650 
million support amount is a reasonable estimate of the amount of implicit support in access 
charges to be replaced by explicit, portable support. This support amount appropnately balances 
the Commission’s relevant policy goals. We therefore do not change the support amount adopted 
in the CALLS Order. 

a. Cost Studies in the Record 

20. In this section, we address each of the cost studies in the proceeding, as requested by 
the Fifth Circuit. We first discuss the relevance, as a general matter, of forward-looking cost 
studies to our analysis. We then address each of the seven cost studies discussed by the 
Commission in the CALLS Order. Finally, we address the more recent study filed by NASUCA 
in response to the CALLS Remand Public Notice. 

21. As an initial matter, we agree with commenters that it is appropriate to consider 
forward-looking cost estimates in determining the reasonableness of the $650 million support 
amount.” We disagree, however, with commenters who contend that U S  should be sized solely 
on the basis of a forward-looking cosr estimate.86 In the Universal Service Firsf Report and 
Order, the Commission established that, ideally, federa! universal service sipport would be 
based on the fornard-looking economic CGH: of c o r l m A n g  and operating the netwm-!, lised to 
providp ~pp;~r?cd 
In , ;cI  I. .~ r ii:151!L? ’ ; Y C I ~ A ’ ~  

in.. <gmellt.6‘ In. th+ 

<;:!e! !ban 1.3 a c a n i d s  ern!:,:d.!crl costs 67  Forward. !cwdir i+  stq~pm 
j .and ,,ty2 ;hr ~nrccc: il;-;l.,1is k! ciihy, ir;.c;ariw ~n..!. 

,.,i7.!c>: cf~jr , ;c,mi l~i~. . f  ‘5: .;pl~,<%r-iatp cizc ? f the  !~,\‘! :Givi,;:ht,s:? torwar& . 

._ ~ ^ . . .  
. I  

bi iX! C,,~.qcc:: *i 7 ?; NASUC .: Ret+ 2.’ 3.4. The srL,ii.;s ili rb,:. I- >,:*.?s:.J,z LIX ;+ 2 h d s  a L  
p’2. i  4 .-ltf explicit s u p p ~ :  ?-orward- 

L‘ i t i h i t f d  b j  4Tl”r” , 4WCA -estimate the ann:.rr! c f rm& 
inciurcd ir. constructing and, iihi:itain&g a ri;coterir-: eXlisiea,i i1ct-A A: that carmo: 52  iPccv t r4  Lhrocgh d carrier’s 
end-user charges, such as SLCs. i)n thc other hand. embedded cos: studies.. -zilcli as thosc provided by USr A and 
LAD--estimate the difference between price cap carners’ allowable CMT revenues and their revenues from SLCs. 
The difference, or “gap,” indicates the amount of allowable CMT revenues that may only be recovered through 
explicit support or inefficient rate elements that contain unplicit support. such as the PlCC or the CCL charge. 

NASUCA Reply ai 4-6; Focal Communications Supplemental Comments at I6  (filed April 3,2000); Level 3 8b 

Supplemental Comments at 5-6 (filed April 3,2000). We do not address NASUCA’s contention that we should not 
provide suppon to price cap camers that exceeds the forward-loolung cost of service. NASUCA Reply at 3. ’ I k s  
contention relates to the IAS dumbuhon formula, which is not at issue on remand, rather than the sue of the U S  
mecharusm. 

81 Universal Service First Report and Order. 12 FCC Rcd at 8899-901, paras. 224-29. We note that in the MAG 
Order. 16 FCC Rcd at 19668, para. 129, the Commission concluded that the appropriate level of interstate suppon 
for rate-of-rerum carriers should be determined based on embedded costs. 

Id at 8899 para. 224 88 
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loolung studies may provide useful insight into the costs associated with providing services with 
an efficient network and, in turn, an appropriate amount of support for an efficient network. We 
conclude, however, that it would not be appropriate to rely solely on estimates derived from 
forward-loolung analysis in determining the amount of support to provide under the CALLS 
Order. The access reform measures adopted in the CALLS Order continue to rely on embedded 
costs rather than forward-loolung costs. Specifically, the IAS mechanism adopted by the 
Commission distributes support based on embedded costs because the Commission concluded 
that this would best facilitate the transitional reform of the access rate structure.89 Also, the 
Commission concluded that forward-loolung costs should not be used to set rates for price cap 
carriers, and the access rate stmchue that was reformed in the CALLS Order continues to rely on 
embedded costs to set rates for SLCs, multi-line business PICCs, and CCL charges, a decision 
upheld by the Fifth Circuit Court of Appeals.90 We further note that the Commission has, at t h s  
time, authorized use of the forward-loolung Synthesis model only for the distribution of non- 
rural high-cost support, and not for other universal service mechanisms. Moreover, the Synthesis 
model does not include data for the approximately 105 rural study areas served by price cap 
carriers subject to the CALLS Order.’I For these reasons, we find that the Commission’s 
Synthesis model produces useful evidence for estimating the appropriate size of the IAS 
mechanism, but that it would be inappropriate to rely solely on forward-looking cost estimates to 
determine an IAS amount. 

22. Several estimates of the appropriate size of the IAS mechanism were considered by 
the Commission in~th_e CALLS Order. Of these, AT&T’s estimate of $613 million was the most 
reasonable forward-loolung study available. The study utilizes the Synthesis model, which has 
been studied by many parties and approved by the Commissinn for calculating intrastate high- 
cost support for non-rural carriers. The study!< arathodology- - rc - ; r~pzIs~Yl  of rhe ;ni?Watr. 
portion of the costs gzncraled by the model-tc :hr t!iev-pposell :SL.C cay.: ;IC C 7.W fur 
residential~and i.mg:e-llns businzss lines-and F3.20 h i  multi-lim busirer-, hi% I“ qccrally ~~~ . . 

reasonable. Nevertheless, there iue some problems withAT&l ‘ S  study Some JjaTtlE.: have 
questioned AT&T’s method of aggxgating the lines in~the model into thee zc‘lrs per ,:Culi,i 
area.” AT&T offers no justification foi. this aggregation method.” ATBi  ?!,IS not provided. 
sufficient supporting documentation for the C‘dmission staff to quantily the effect of using 

89 CALLSOrder, 15 FCCRcdat  13049-55, paras. 206-13 

See id, at 12990-3007, paras.75-112; TOPUC, 265 F.3d at 324-25. 

See NASUCA Reply at 1 I .  In comparison, there are 80 non-rural price cap studies in the model. See id 

92 Qwest Comments at 6; NASUCA Reply at 10 

9’ See NASUCA Reply at IO. Elsewhere, AT&T states that a different aggregation method based on UNE zones 
creates the most appropriate balance of incentives for price cap carriers. AT&T Reply at 2-4 (“[The CALLS Order] 
created a w f i e d  and harmonized suucture between SLC deaveraging, UNE bundling and mterstate access suppon 
centermg on the UNE zone (which reflecrs aggregated wire center data). That structure creates balanced incentives 
for all parties to seek reasonable disaggregation. Disassociating USF from the UNE zone would unbalance those 
incentives.”). 

90 

91 
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AT&T's aggregation method, rather than another method.* Notwithstanding these deficiencies, 
the ATBIT study methodology generally appears reasonable. We conclude that the AT&T study 
provided the most reasonable estimate based on forward-loohng costs available at the time of the 
CALLS Order. 

23. Staff in the Bureau's Industry Analysis Division also performed a credible analysis 
based on publicly available embedded cost data that permits an IAS estimate of $978 million." 
The IAD CALLS Study compares forecasted rates and revenues under the existing rules at the 
time of the CALLS plan to what would likely occur for each year of the CALLS plan." The 
study reasonably forecasts growth for each price cap study area and estimates the amount of 
revenue that will be recovered by each price cap carrier !?om each of the various revenue 
streams, including SLCs, universal service support, multi-line business PICCs, and CCL 
 charge^.^' These estimates accurately account for each of the access reforms adopted by the 
Commission, including the phased-in increases to the residential and single-line business SLC 
caps, the elimination of the residential and single-line business PICCs, and the cap on the multi- 
line business PICC." The study concludes that, in the final year of the transitional reforms 
adopted in the CALLS Order, the gap between the capped SLC revenues and allowable CMT 
revenues will be approximately $978 million." We note that this finding is consistent with 
comments filed by Verizon and SBC, who argue that the $650 million support amount is 
appropriate because it permits price cap carriers to recover most, but not all, of the gap between 
their SLC revenues and their allowable CMT revenues through L4S.'w As discussed below, we 

Qwest cootends that .4 'T&J's  method qf  aggegatiori resuits LQ a downward hias in the e s h t e d  suppon 
arnount. See Qivrst Cnrr!;:.iirts at 6 ("9T&S mappropriatt!? combines h g h  cost. !ow-densir). areas with urban and 
subwbAo aicds AI a way that drxnaticeib, 8 ~ - ~ J v ~ i : u ~ : . i e :  rh: &fr.:i,ni~.SwjveraaI bervice support ncedcd in very 
i~~ot - - , . . . ,~<;~  lo-%;- ,:e*%ir %ita?;"!. P?J; i i i  oi;.. N , 4 5 i j i  ': F.z~.!Y .it ? ,cc.-;e-.Jing !.hat i: r.eT 'I.ZI'P i.:apFr 

94 

i~p:cr,.!. . ) ~  .;,.:.bud a d  k5. "dts ofA?&T an:2> ~t :c. kigt: 

' I  ::,i[,j2b ,~,&;yjis, (:;(: .cichc[ :?#;s . '~-;.CL, '94~~i ,  9?-;i?, a,;.: :I?..F5 . :i!.:.: ; iy  i b A i > i i ?  Aitaiya:s Ciuision, 

n Th; ... ,.indeily+g *!.$ :n..+c is r3ctr ' c  Ihr ( h v n i s s i o  
-.I u?y,f.;s go..d"':t;..a Lib :?a: I:LT,;I 

~~ 

96 LAD CALLS Srudy. 

Id 

Id. 

IAD estimated that m the fmal year of the CALLS plan, price cap camers would recover 5650 million in CMT 99 

revenues from the LAS mechanism 5238 million from multi-line business PICCs, and $90 million from CCL 
charges. [AD CALLS Study, Appendu: D at 4 (estimating IAS and multi-line business PICC revenue), Appendix E 
at 1 1 (estimate of CCL charge revenues equals difference between originating and terminating per-minute access 
rates multiplied by forecasted minutes of use). Thus, the IPLD CALLS Study suggests an explicit universal service 
mechanism totaling $978 million would be necessary to eliminate completely all of the -licit suppon remaining in 
the access rate structure after the access charge r e f o m  that the C o m s s i o n  adopted are taken into account. 

tu0 Verizon Comments at 3-6 (arguing that $650 million represents approximately 70 percent of the price cap 
carriers' allowable CMT revenues); SBC Comments at 3 4  ("The purpose of the $650 million is to provide support 
for a ponion of the difference between an incumbent LEC's actual common line revenue requucment and the 
(continued.. ..) 
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agree that it is appropriate to size the IAS mechanism to permit carriers to recover most, but not 
all, of this gap in order to balance the Commission's access reform and universal service policy 
goals in th~s proceeding.'" 

24. The remaining cost studies considered by the Commission at the time of the CALLS 
Order provide little or no aid in identifylng a reasonable range of support amounts. We do not 
find Qwest's $978 million forward-looking estimate persuasive."' Qwest used the Synthesis 
model in its "density zone" mode, which clusters lines within a study area to non-contiguous 
zones based on the density of their line populations.''' This tends to aggregate very high-cost 
lines with only other very hgh-cost lines, thereby substantially reducing the effects of rate 
averaging and increasing the estimated support amount.IM For example, aggregating lines at the 
wire center-still a very fine level of granularity, but larger than density zones4ecreases  the 
amount of support required under Qwest's study to $765 million.loS We find that, contrary to 
Qwest's arguments, this failure to provide any rate averaging benefit creates a significant upward 
bias in the m o u n t  of support required. 

25. We also find that i t  would be inappropriate to rely on USTA's $3.9 billion embedded 
cost estimate in determining a range of reasonable support amounts. USTA's estimate, w h c h  
was examined by the Commission at the time but was not provided by USTA specifically for the 
CALLS proceeding, provides insufficient documentation for the Commission to determine 
whether there are any flaws in the rnethodology.lM The estimate appears to include universal 
service support forpulpqs_qgthat are not at issue in this procseding, such as intrastate support for 

.~ .~ 
(Continued from previous page) 
incumbmt LEC's pennittedcommon-line end use: rece;ery. . " j  

,SPQ scctior. IIl.A~%~b.;m$ro ~~ 

When the CALLS Order wac adupted, CS %'w <west's predecessor - o d  L b  same &ei,crrI methodology I C  

' G I  

I O 1  

estimare a $1~.2 billion S U P P J ~ ~  arnirunr. See W L I . 5  %er, I5 FCC Rc,' ?'  jjh+.3, par,. 204 Thar Audy a s s m r d  9 
$6.50 SLC cap on multi-line business lines, when a W.20 SLC cap ' ~ i r .  jr fact. adopted b j  :Zc Cor ,+~h .'d. The 
Qwest study filed in th is proceeding corrects t ius as!itinptiori. Qiv.5, L,;ri:r>m;b ;i 8. We noip i h r  mc $975 fni!lion 
e s rmted  by Qwest's forward-lookmg study is the same as the a m o u r  ::r!uiuted by LAD'S embedded cost analyslr. 
These results are merely coincidental. however, and are not relevant to our conclusions that the methodology 
underlying W ' s  study is persuasive while the methodology underlying Qwest's study is not persuasive. 

lo' Qwest Comments at 7-8. The Synthesis model is able to calculate costs for an entue study area or, at a more 
disaggregated level, on either a wire center or density zone basls. In all cases. the model fmst identifies clusters of 
customer locations. In each cluster. density is computed by dividmg surface area (m square miles) by the number of 
lines. The model aggregates clusters into elther wire centers or density zones, depending on the "output mode" 
chosen by the programmer. In Wire center aggregation mode, the model assigns all clusters w i h  a particular wire 
center to that wire center. In densiry zone aggregation mode, the model assigns each cluster to one of nine density 
zones (e.g., 0-5 lines per square mile, 5-100 lines per square mile, etc.), which are not necessarily contiguous. 

AT&T Reply at 2-3; NASUCA Reply at 10.1 1 

Qwest Comments at 9 n. 32 

USTA Comments, CC Docket Nos. 9 6 4 5  and 96-262 (filed luly 23. 1999). 

IM 

10s 
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non-rural carriers and implicit support in the access rate structure for rate-of-retum carriers."' 
Thus, we cannot conclude that the USTA study represents a reliable estimate for our purposes in 
this proceeding. 

26.  As part of a separate proposal to reform the interstate access rate structue and 
universal service filed prior to the first CALLS proposal, Commission economists Rogerson and 
Kwerel submitted a study indicating that the support amount with a $6.50 SLC cap should be 
$1.9 billion.108 The Rogerson and Kwerel methodology is primarily concerned with promoting 
efficient competition in all regons, including those with significant geographc rate-averaging. It 
seeks to accomplish this goal by making available a large amount of support to completely 
eliminate alleged competitive advantages for competitive carriers that serve only low-cost areas 
within a study area.'OP We therefore find the Rogerson and Kwerel study inappropriate for the 
purposes of identifylng the appropriate size of the IAS mechanism because it is not specifically 
designed to estimate the amount of implicit support in interstate access charges to be replaced by 
explicit support in order to accomplish the CALLS Order's reforms. 

27. Finally, the ALTSiTime Warner study and the HAI model study cited by the CALLS 
members are unsupported. As the Commission noted in the CALLS Order, ALTS and Time 
Warner "merely assert, without any empirical suppon, that the interstate access universal service 
support mechanism would be more appropriately sized at $300 million.""0 In addition, the 
interstate support mechanism proposed by ALTS and Time Warner was based on an alternate 
plan which would have substantially reduced the need for interstate access support and was 
ultimately rejected by the Commission."' The CAI  J-S tnanbera (cited the $250 million estimate 
based on the fotwad,.lcoki,,g HAI m d e l  LO dznlansfrste the wide::., WIE~I.,,% estin.>:es c>f 
appoptiatc ?.iippx? ~ . i G U i ! ? : ,  Slif nc  $t7y ici!t...L;irfi~~;hc fA1,i '\ r h e i ~ k i i  F, ddvoc,\rid ilk, u,jz ill 

ildc;.' 3 deraild rll ;pti-v ?! .!. , iPl\ ' r r c  ,PI., ,he Cr), 

appls here :yell 'I' I*ri.e,: rvc . ,  pui .J!: ,:oi !,.;:,:- c :t.<ii i t  :.: io i i ~ e  t h r  3 ~ ~ :  
_ _  . - .  .. .. . .~ .... 

!ti- 

IO8 Rogerson and Kwcrel study. 

ld. at 4. The Rogerson and Kwerel study computes forward-looking loop costs for each Hire center in a io9 

company study area. Id. at 9. It then computes an average loop cost in three different density zones by d a t i n g  these 
forward-looking costs proportionally to obtain deavcraged loop costs, so that each ILEC will recover permined 
revenue if it charges prices equal to the deaveraged loop costs. Id. at 9, 12 n.3. Finally, the study computes a support 
amount by comparing avenge cosr per zone to a company's SLC revenues m thar zone. Id. at 12 M. 4-5, 15,3 I 

CALLS Order, 15 FCC Rcd at 13048, para. 204 

See ALTSnime Warner Supplemental Comments at 14 (filed April 3,2000); AT&T Comments at 6. 

CALLS Supplemental Reply at I I n. 20 (filed April 17, 2000). AT&T developed the study, but never 

1 1 1  

advocated its use in this proceeding. 

I 13 Universal Service F 8 h  Reporr and Order. 13 FCC Rcd at 2 1323, para. 3; The Commission included elements 
(continued ....) 
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model to size IAS 

28. In addition to the studies before the Commission at the time i t  adopted the CALLS 
Order, one parry filed a new study in response to the CALLS RemaridPubhc Nofice. NASUCA 
filed a forward-lookmg study estimating that IAS should be sized at $336 million if the SLC cap 
on residential and single-line business lines were $6.50.’“ Although a useful starting point, we 
find that the NASUCA study would require significant adjustment to yield a reliable fonvard- 
looking cost estimate.”’ The NASUCA study includes changes to the Synthesis model that the 
Commission declined to adopt in the SLC Review proceeding.’I6 Specifically, NASUCA 
modifies the model results to permit structure sharing between the feeder and distribution 
networks, to remove loop costs that it considers to be traffic-sensitive in nature, and to attribute 
different portions of the port to the interstate jurisdiction and different portions of the corporate 
overhead to the loop.’” In the SLCReview proceeding, the Commission declined to rely on 
NASUCA’s studies that incorporated these changes because their results were unveri liable by the 
Commission staff and because the changed assumptions in those studies generated disagreement 
among parties.’’* Moreover, these loop and port costs are currently included in price cap 
carriers’ allowed CMT revenues and therefore recoverable through the IAS mechanism. We do 
(Continued born previous page) 
of the HAl model (as well as other proposed models) m its Synthesis model, but found that the HA1 model did not 
permit the Commission “to adopt a framework or platform that would estimate the cost of buildmg a telephone 
network to the subscriber’s actual geographic location. hkmg into account the actual clustering of customers 
groupings such as neighborhoods and t o m . ”  Id. Additionally, the HA1 model did not sufficiently pemut the 
C o m s s i o n  to varyengineering assumptions Id. The HA1 results are not readily accessible to the public, while the 
Synthesis model’s results are posted to the Commission’s website 

NASIJCA Reply at : 1-11; NASUCA e* pwre  leneri. As stated ab. . . : .  I!ie Comrm~rioii app:or.?d Io~:rcmental 
1 i FL‘C RcJ 10868, 10829 :O, p m  I (Xi.2; .‘r!C Cap Revim Order 

I I, 

mcre?rscs IC ;he SLC cap an June 4, 2C02 
17 FCC Rcdat~ li)869:79 ram. !. T!ie SI C cap wll be 56 ‘.O beghiing Jul) ’ icV3 fd. 

Among its merits, theNASLlCA study eggregate: lmer I... 1 “JE ,;-.ve, 4 ~ i  fi is i’ I15 

Commission’s decisiom IO pmm9 price <.ap -zrriers IC, dhsrg2regate ani .x~; ; !  Z ~ C C  mppoit and +%-;!-age SICS 
by UNE zone. NASUCP. ReF!:‘ at 9- 1 1 

SLC Review Order, 17 FCC Rcd at 10884-85 para. 37 I n  the SLC .Qeorew pruceeduig. l%iASCi 4 presented the 
resulfs of six different model m, with each run highlighting an assumption over whch paities debated. Id. a1 
10883 para. 34. The fust, or default, run used all assumptions relied on by the Commission m deter~n~ning foward- 
loolung costs for universal service purposes, with the exception of the method for allocating common costs (which is 
unnecessary for purposes of calculating non-rural hgh-cost support, but is necessary for determining loop costs). 
The other runs were based on the default ram, but changed certain parameters ofthe model. Id. at 10883 para. 34. 

NASUCA Reply at 6-1 1.  We note that there is a limited record in t h ~ s  proceeding with respect to NASUCA’s 

I16 

117 

proposed changes to the model. T h i s  circumstance may be atrnbutable to NASUCA‘s filing of its study in its reply 
comments In an ex pane tiling with the Commission, however, Sprint contests the appropriateness of NASUCA’s 
changes IO the model. Leaer from Pete Sywenki. Sprint, IO Marlene H. Dortch, Federal Communjcahons 
C o h s s i o n ,  filed September 13, 2002 (S,-wint Ex Parte Letfer). Sprint argues that, conaary to NASUCA’s 
asseniom. the feeder and transmission poriion of the digital loop carrier are not traffic sensitive components of the 
loop and that the formula on whch NASUCA relies to determine the amount of feeder and dlsmburion network that 
share common smcture has flaws that resuit m overstatement of shared structure. Id. 
I I 8  SLC Cap Review Order, 17 FCC Rcd at 10884-85, para. 37 
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not consider this remand proceeding an appropriate venue for reexamining the underlying 
decision to allocate costs in ths manner. For the same reasons, we agree with Sprint that it is 
inappropriate to rely on NASUCA’s study as submitted.”’ NASUCA’s study is further flawed 
because it does not include forward-looking costs associated with serving multi-line business 
lines, which are also supported in certain high-cost areas. We also note that NASUCA estimates 
the amount of support for rural price cap study areas that are not in the Synthesis model based on 
actual IAS received, rather than forward-looking model results.’z0 NASUCA’s inability io use 
the Synthesis model to estimate forward-looking costs for these study areas demonstrates the 
inappropriateness of relyng solely on forward-loolung costs to size IAS.121 For these reasons, we 
do not find NASUCA’s $336 million estimate to be a reasonable IAS amount. 

29. Nevertheless, we find that NASUCA’s study, with appropriate adjustments, permits 
us to reasonably estimate forward-looking costs.”’ Undoing NASUCA’s modifications to the 
Synthesis model related to structure sharing and costs that NASUCA argues are traffic-sensitive 
increases the support amount estimated by NASUCA’s study from $336 million to $5 16 million. 
Including multi-line business lines in the study increases the support amount estimated by the 

model by another $80 million to $593 million. We note that this support estimate may still be 
conservative, because we believe that there may be merit to Sprint’s argument that NASUCA’s 
methodology underestimates support required for rural price cap study areas not reflected in the 
Synthesis model.12’ Without NASUCA’s alterations to the Commission’s Synthesis model, and 
with the costs of multi-line business lines included, the NASUCA study yields a forward-looking 
cost estimate of $593 million. 

b. Apprr,pciateness of $650 million IAS gincuiit 

30. 1 . 2 ~  :iL:i~ies ‘jcfijx~ us; ~k,t,&jc, .qa:.li:ti -: r.ai:ga i.: :<:::- 

:l;&~;>,~,q io Le q ~ ; : ~ , e : +  I,:.~; iL%2 t ; q w e t y  ’f,S!?i ij,’;,:.i:nrL, a s  r=ejr,h;ijb--. i~ . : ;P  

~. . . I_F--. . .,. ... .-. .- . 
Sprint Ex Pam C.i.t?e- 

9’ N,L.S:JCA ~ e y l y  si I i-i;; ~*‘A::LJ~A ~ p w  iriip:,. ’;:i~Yi!c~ disc ases wn.is! sutport 3 . r i ~ v ~ a  ior kw 
qxes i  shidy areas that have UNE ?.OIICS below *e wire ceriter kvel Id, S p m ~  r ? p z i  !ha: ;;.4I:CA.‘s methodology 
underestimates the amount of suppon for mral price cap study areas, becaiise it assumes that the impaci of reducing 
suppon for non-rural companies would be duectly proportional to the unpact on rural companies. Sprint Ex Parte 
Lefter. Because rural price cap carriers tent! serve higher cost lines than non-rural price cap carriers, Sprint contends 
that the suppon amount estimated for rural ;rice cap carriers should be higher than estimated by NASUCA’s study. 
Id. 

‘ 1 5  

See para. 2 1, supra. 

See Appendix A (describing Commission sraffs methodology for res takg NASUCA study) 

Sprint Ex Parte Letter. We did not qwntify the impact of Sprint’s concern regarding NASUCA’s methodology 

121 

IU 

for estimating suppon for rural price cap cairiers because the record before us does not include any alternative 
methodology for performing t h ~ s  estimate. ‘:he Commission’s restatement of the NASUCA study does adjust the 
amount of amibuted to rural pnce cap study areas to reflect its other adjustments to the non-mal price cap portion of 
the NASUCA study, but does so propomonally to non-rural study areas as done in NASUCA’s methodology. See 
Appendix A. 
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study, and $978 million, as established by the LAD CALLS Study. As u’ ‘,-ave noted, identifymg 
the amount of implicit support to be replaced by explicit universal service support is an imprecise 
task.’” The court recognized, however, that the Commission does not need to determine “a 
precise amount as the only ‘correct’ figure.”’” Rather, we must explain why, in our independent 
judgment, the $650 million support amount is appropriate. Having determined that the $650 
million IAS amount proposed by the CALLS members is within the range ofreasonable suppon 
amounts, we address whether there is any basis for concluding that a different support amount 
within the range would better balance the Commission’s goals. We conclude that the IAS 
amount proposed by the CALLS members as part of its integrated plan for reforming access 
charges reasonably and appropriately balances all of the Commission’s relevant policy goals. 

3 1. We conclude that the $650 million amount more appropriately balances the 
Commission’s goals than would a higher support amount. By conservatively setting the support 
amount at $650 million, we ensure that a substantial portion of the gap between SLC revenues 
and allowable CMT revenues will be covered by support, while minimizing the risk that the 
support amount will be too large. The Commission will, at the end of the transitional period of 
reform adopted in the CALLS Order, consider permanent resolution of any remaining issues 
related to the price cap access rate structure. The amount of  support in the IAS mechanism may 
then be adjusted upward or downward, as warranted by the Commission’s experience.”‘ The 
Commission may, at that time, conclude that there are inefficiencies in embedded costs that the 
Commission may wish to discourage by excluding from L4S. Setting the IAS amount at the high 
end of the range at this time, however, may commit the Commission to providing universal 
service support for any inefficient embedded costs reflected in the price cap access i’dte structure 
in a manner that would be difficult to reverse. As .;everal ehmxnfcrs  r d e ,  adjusting thc sr fppol t  
amount upward at that time ma) be sdminist!3tivC:Iy easier ihi,).! d just ing *!le anci i int  
downward. 
complete recsvery thou& * h i  miiersal-st;ivicc A!:‘< d t h t  ‘~qp’’  Sehvecr!-’W: r+, ~ ~:nues.ruttl 
a l l w a M g C P .  .Xacilitates proper adjust:xnts W;LS!.I I: .C Coiluriissicr: f idher  addresses 
interstate access reform for price cap carriers at the end of i:lc :l.ansitional p e k d .  Wireover, 
because price cap carriers will retain the ability to recover zheii zilowable CM’T revi-ides through 
multi-line business PICCs and CCL charges, the ;.onsequences of setfing the sup~or t  amount 
slightly low are less problematic than the consequences of setting the support amount too high. 

17: r cning-towa-d a cnn:-eri.,iti:/r: si.ip~ofi vnouni -)..’ , one that YAY :!?! p-)??.ii 

32. On the other hand, we conclude that a lower support amount than $650 million would 
not permit price cap carriers to realize sigruficant enough reductions to inefficient rate elements 

I” 

‘ I ’  

CALLS Order, 15 FCC Rcd at 13046, para. 201 

TOPUC, 265 F.3d at 328. 

See Universal Service First Report and Order, 12 FCC Rcd at 8929-30, paras. 281-82 

CALLS Comments, Appendix B t 2  (“By sizing universal service at  the lower end of the range indicated by 
studies in the record . . . the Commission left iuelf greater latitude in later adjusting that level of suppon, if 
necessary, based upon the empirical experience gained during the five years that the size of universal service is to be 
fixed.”) 

120 

127 
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that contain implicit support, like the multi-line business PICC and the CCL chage.’”  For 
example, setting the support amount at $593 million, as suggested by the restated NASUCA 
study, would leave an additional $57 million, or approximately Ii percent, in those inefficient, 
Implicit-support-containing rate elements in the final year of the transitional Thus, the 
$650 million support amount encourages efficient investment in rural America and allows price 
cap carriers to recover their permitted revenues while making sigruficant reductions to inefficient 
rate elements. 

33. Based on the foregoing considerations, the record does not indicate that another 
support amount would better serve the Commission’s policy goals. We also note that the 
CALLS members proposed a $650 million support amount as part of their integrated proposal for 
resolving several interrelated and difficult issues associated with access charge reform. The $650 
million support amount reflects the CALLS plan’s comprehensive approach to resolving a 
number of complicated and interrelated issues. The rules governing the distribution of the LAS 
reflect the proposed $650 million support amount, and adjusting the amount may have 
unexpected ramifications with respect to the distribution method. For example, the distribution 
method was designed to promote competition by creating additional incentives for price cap 
carriers to deaverage their UNE rates.”’ As the Commission noted in the CALLS Order, the fact 
that both net payers and net recipients of universal service support agreed to the $650 million 
amount as members of CALLS also indicates strongly that the CALLS plan appropriately 
balanced the various and divergent interests implicated in access charge reform. The $650 
million MS mechanism, in concert with other reforms to the interstate access rate structure 
adopted in the C,4LLS Order, has resulted ip. the 92 6 billion redustion i n  reco3;ey of coinmon 
line costs through inefficient rate cirments thai cor?tain i.mFlici! u:c \ . ;IS:: 
7.. Illus, the $650 million amcjunt i s  part c f a  “single, cd~~e:i*:e’ riJlis,tioiAa; 

. -  dcr:cnic.datigg ~ : e  ,\-a:[’~ \ in’c;eyii . l  j t < ~ b L c : e  ~ V I . :  \VI!:, ::if ;.:.jc:i.;~mr 
i:cvnp.titiijn Fnr ,311 ; Fthcs:; 8‘; 

Commissicn’s dt,cisinri t . ~  s ; i . i  

~-_.__.__I... ~. ._ 
I** As noted above, allowable CMT rcvenues h a t  canriot be recowrsd illrough SLCs and IAS will be recovered 
duough multi-line business PlCCs and CCL charges, wluch are ineficient and contain lmplicit support. See para. 
14, supru. Reducing the size of the IAS mechanism will create a dollar-for-dollar increase m recovery from multi- 
line PlCCs and CCL charges. 

Sening the suppoti amount at $336 million, as proposed by NASUCA, would leave an additional $214 million, 129 

or 65 percenk in the inefficient rate elements. 

I” See CALLS Order. 15 FCC Rcd at 13049 para. 206. 

From July 1. 1999. IO June 30,2000, prior to the CALLS Order’s effect, price cap camers recovered $2.7 billion 
rhrough PICCs, see IAD CALLS Study, Chart 2. and an estimated $688 million through CCL charges. See Trends in 
Telephone Service, Industry Analysis Division, September 1999, at Table 1.4; Trends in Telephone Service, Industry 
Analysis Division, March 2000, at Table 1.4; Trends in Telephone Service, Industry Analysis Division, December 
2000, at Table I .4. From July I ,  2000, to June 30. 2001, after the CALLS Order became effective, price cap camers 
recovered $670 million chrough PICCs and 16 133 million through CCL charges. See generully Tariff Review Plans. 

111 
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B. The Commission’s Selection of a 6.5 Percent X-Factor 

34. In its review of the CALLS Order, the court remanded to the Commission for further 
explanation the selection of the 6.5 percent X-factor by which price cap LECs’ rates are 
reduced.”’ The 6.5 percent X-factor in the CALLS Order appiied to price cap LECs’ switched 
access rates and served as a transitional mechanism to reduce switched access rates to specified 
target rate levels.”’ 

1. Background 

35. The X-Factor Prior to the CALLS Order. When the Commission first established 
price cap regulation in 1990, i t  included a productivity offset in the price cap formula that was 
meant IO represent the amount by which LEC productivity exceeded that of the economy as a 
whole.’” This productivity offset became known as the “X-factor” and was applied to reduce 
the rates in each of the service groups, or “price cap baskets,” of  the price cap LECs.’” The 
productivity factor initially adopted in the LEC Price Cup Order included a component based on 
historical LEC productivity, and an additional productivity obligation of 0.5 percent as a 
consumer productivity dividend (CPD) to ensure that consumers shared in the anticipated 
productivity gains in the form of lower rates.’I6 The Commission prescribed two productivity 
factors: a minimum 3.3 percent factor and an optional 4.3 percent factor.’” Price cap LECs that 
opted to use the hgher  4.3 percent productivity factor were allowed to retain larger shares of 
their  earning^."^ Pursuant to the LEC Price Cup Order, the Commission performed periodic 

-_- 
’ ”  See TOPUC, 265 F.3d at 32P-19. The Coinmrssion’s 6.5 pticent X-factor was.applied to Isduce price cap 
LECs’ switched access rates. The Commissicn alaa adopted a separate X-factor to redcce price CA!J LECs’ 5 y L c A  

access Tales. At the time-the C.4LLS Order. .-a: 2dopt:dand tke yentioncis soughcorrrt~review roflho-ord3,~tlv: X- 
factor ~ a s . 3  pcrccnr for_tbe special BCCCIS nac;. ‘he petitionirs~did not challenge. no! 4 ’ : s  it qyw 5 3 ,  COINI 

addrexsed. the Y-factor for special acccss service. We :krcfnre resmct ax discS:simw rc t h -  ’C .i:.~.tot a!:plkhl? ::’ 
swtcned access s e m c e .  

See CALLS O&r, 15 FCC R.cd at 13020.-2 I, pxa .  140. 113 

See LEC Price Cap Order, 5 FCC Rcd at 6796, para. 14 

‘I5 The price cap baskets are broad groupings of LEC services. Each basket is subject to its own price cap. The 
Commission initially adopted four price cap baskets: ( 1 )  common lme services; (2) mafic sensitive services; (3) 
special access services; and (4) interexchange services. The Comrmssion applied a separate, lower productiviry 
factor of 3 percent to the mterexchange services basket because its evaluation of LEC productivity mcluded only 
intersme access activity; therefore, the record did not support a hgher productivity factor for LEC interexchange 
services. See LEC Price Cap Order, 5 FCC Rcd at 681 1, paras. 200-201. 206. In 1994 the Commission removed 
uanspon services from the traffrc sensitive basket and combined them with special access services to create a new 
&g basket See Trampor! Rare Smrrrure ond Pricing, CC Docket No. 91-2 13, Second Report and Order, 9 
FCC Rcd 615.622, para. 12 (1994). 

114 

~. ~. 

See LEC Price Cap Order, 5 FCC Rcd at  6796, paras. 74-75 

See LEC Price Cap Order. 5 FCC Rcd at 6787. 6796. paras. 5,74  

Initially, price cap LECs were required to share a portion of theu earnings in excess of specified rates of return 

136 

117 

I38 

with theu access customers by temporarily reducing the price cap ceiling m a subsequent period. The price cap 
(continued.. ..) 
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reviews of the price cap regirne.!l9 After the first performance review in 1995, the Commission 
found that the initial productivity factor was too low, and increased the minimum productivity 
factor from 3.3 percent to 4.0 percent.ldo The Commission also provided two optional 
productivity factors of4.7 and 5.3 percent.'" In the next price cap performance review in 1997, 
the Commission increased the productivity factor to 6.5 percent for all price cap LECs."' This 
productivity factor prescription primarily relied on a staff study of the historical rate of gowth in 
LEC total factor productivity (TFP)."' 

36. Several entities filed petitions for review of the 1997 Price Cap Review Order with 
the United States Court of Appeals for the D.C. Circuit. In USTA v. FCC, the court reversed and 
remanded for further explanation the Commission's prescription of a 6.5 percent productivity 
factor, although i t  affirmed the order against the petitioners' remaining challenges.'" The court 
rejected the Commission's stated rationales for selecting 6.0 as the historical component of the 
productivity factor, and sought further explanation of the Commission's choice of a 0.5 percent 
CPD component."' The court withheld issuance of its mandate, pending the Commission's 
reconsideration of the productivity factor, through June 30, 2000.'46 

(Continued from previous page) 
sharing requuemenl established three shanng zones determined by specified rate-of-return levels. In the fust ' h o  
sharing zone,'. price cap LECs were allowed to keep all of their earnings up to the first ra te-of-rem ceiling. Above 
that ceilmg, in the "50-50 sharing zone," price cap LECs were entitled to retain 50 percent of their earnings and were 
required to return 50 percent of theu earmngs to ratepayers up IO the second ceiling. Price cap LECs were rcqilired 
to return 100 percent of any earnings above the "50-50 sharing zone" ceiling to ratepayers. See L€C Price Cur 
Order, 5 FCC Rcd a1 6801 -02, paras. 122-26 

SPU LEC.+KS C?: O r d ~ v ~  I F V  R i i l  I: .i;e:: pasa 20, 129 

, 1 -. 
:.'?; .'"'+ C'j, ;%r,:>,E<n'e ,?ti2;if&, r ( p :  ;~;?:.;,<-.%& r::, ( : ~ : ' D ? i t ~ t i  T.':. :.., i, !b,< I(.=;?";< A, :I c ' , & i ~ ,  

~ - . -  
l r * - \ ~ ' I :  R c d S C l !  905.5.54 ?<,a ? ? ~ ( l g ? : ; , ; , ! ~ ~ . % T  C i , r )  .' . ~~ 

>er l Z J 5  jbicv f q  ,S~.~~z : i i  Ordri ,  10 2 ,  'J ita; S 6 1  at 9G5'-'. 
1nq0& un LFCc ihd! :hire :br highrjc  r!.:.lurh.-itj cxtor of): ? ;,. 

;:r,ra '13..1! U, s?a&gObllg 
31 

',! 

7.71 LI: 41 % i 5 ' - 5 9  p a c  27541 

See Price Cap ?r+imnnce ReviewJoi Lo.:o/ Exchdnge Corner:, Yw!:t, Reyort ami C:&r 3 C!* Ijwkct No 8.11 

94-1 and Second Report and Order m CC Docket No. 96-262, 12 FCC Rcd 166.42, 16645, para. 1 (1997) 0 9 9 7  
Price Cup Review Order). The Commission also eliminated the sharing requirements. Id. 

See 1997 Price Cap Review Order, 12 FCC Rcd at 16645, 16693-98, paras. 1, 133-43. TFP measurement is a 141 

methodology commonly used to measure productivity and productivity growth in the economy as a whole. 
Productivity is measured as the ratio of an index of the outputs of a Turn (or indusfq, or nation) to an mdex of its 
inputs. Productivity growth is measured by changes m h s  ratio over rime. The 1997 staff TFP study calculated the 
hstorical difference in productivity growth between LECs and the economy nationwrde for the period 1986 through 
1995. Specifically, it calculated the differentlal reflecting the difference in the rate of change of LEC input prices as 

para. 138. 
compared ~ t h  the economy as a whole. These two factors were then added together for each year. Id. al 16696, 

See USTA v. FCC, 188 F.3d 521,530(D.C. Cir. 1999)(USTA) 

See USTA. 188 F.3d at 525-28. 

See USTA Y FCC, Order, No. 97-1469 e! a/. (D.C. Cir. lune 21, 1999); USTA Y FCC3 Order, No, 97-1469 e! 

145 

146 

(contmued.. . .) 
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3 7 .  The CALLS Order X-Factor. On May 31, 2000, the Commission reformed its price 
CL regulation regime in the CALLS Order.I4’ The rulemalung leading to adoption of the CALLS 
Order was initiated by the Commission in response to a proposal put forth by CALLS.“’ Among 
other things, h s  proposal changed the price cap basket structure by separating rmnking services 
and special access services into two separate baskets.’*’ The Commission adopted CALLS’ 
proposal to reduce the rates for the traffjc sensitive switched access services and transport 
services baskets to specified average traffic sensitive (ATS) target rates.’” CALLS proposed that 
price cap LECs would reduce their AT’S rates over time by applying an annual reduction of 6.5 
percent until the target rates are reached.’” This transitional mechanism was called an “X- 
factor,” although the Commission made clear that it was 
meant to reduce rates to the target levels at a reasonable pace over the course of the five-year 
period of the CALLS The Commission stated, “During the five-year term of the 
CALLS Proposal, the X-factor as adopted herein will not be a productivity factor as i t  has been in 
past price cap formulas. Instead, the X-factor is now a transitional mechanism to lower access 
charges to target rates for switched access . . . 

tied to productivity, but was merely 

38. Court Decision. In challenging the CALLS Order before the United States Court of 
Appeals for the Fifth Circuit, petitioner NASUCA raised several issues regarding the 6.5 percent 
X-factor. First, NASUCA argued that the D.C. Circuit previously had rejected use of a 6.5 
percent X-factor in USTA v. FCC.’” Second, NASUCA argued against the targeting of the 6.5 
percent reductions to the ATS rates (i.e., switched access usage rates) as opposed to appl9ng 
them to local loop rates (the CMT elements).”’ Third, NASUCA argued that the X-factor 
reduction should not be set equal to inflation after the target rates are reached.i’6Yn its decision, 

(Conhnued from previous page) __ __ .- . 

a/ {D.C. Cu Apr. 13,2000) 

. S ” i ~ e n e r c I l y  CALLS Order, 15 FCC R d  12962. 

CALLS rorai!ted of several price cap LECs an$ NCs. See nu:r 1. j q r a  

I I ~  

116 

SeeCALLSOrder, lSFCCRcdar13921, 13025,paras. :41 ,149;47C.F .R.$6:  42(3),(5). AftertheCAiLS 
Order, there are five price cap baskets for. 
elements; (2) traffic semitive swtched interstate access elements; (3 j W g  services; (4) interexchange srrvires; 
and (5)  special access services. 

”” 
LECs, and $0.0065 for other price cap LECs. See CALLS Order, 15 FCC Rcd at 13021-22, para. 142; 47 C.F.R. 4 
61.3(qq). 

1 )  common line, nlarketiig and transport Lotercosnecr;on charge (CMT) 

- 

The target rates are 50,0055 for regional Bell Operating Companies; $0.0095 for very low-density price cap 

See CALLs’Order, 15 FCC Rcd at 13020-21, para. 140 

See CALLS Order. I5 FCC Rcd at 13028, para. 160. 

”’ See CALLS Order, 15 FCC Rcd at 13028. para. 160 

I S 4  See h h a l  Brief for Petitioner Nanonal Association of Regulatory Utility Consumer Advocates (NASUCA), 5’ 
Cu Case No. 00-60434 at 56 (filed Sept. 20. 2000) (NASUCA lrutial Brief). 

I S 5  See NASUCA Initial Brief at 56. See also note 40, supra (defining CMT revenue) 

24 



Federal Communications Commission FCC 03-164 

the court remanded to the Commission only the issue of the selection of the 6.5 percent X- 
factor. '" 

2 .  Dkcussion 

39. In its decision, the court affirmed several important components of the Commission's 
CALLS Order. Specifically, the court upheld the Commission's authority to set access charge 
rates that are not based on forward-looking cost, so long as they are just, reasonable and 
nondiscriminatory as required by sections 2010)  and 202(a) of the Communications Act, thus 
leaving intact the Commission's adoption of the target ATS rates.Isa The court also left intact the 
Commission's decision to target the X-factor's reductions to switched access services as opposed 
to common line services, and to adjust the X-factor to the rate of inflation after the ATS target 
rates are met. Finally, the court did not find unreasonable the Commission's use of the X-factor 
as a transitional mechanism for reducing rates, as opposed to a productivity f a ~ t o r . " ~  The only 
issue related to the X-factor remanded by the court for further explanation was the Commission's 
basis for piclung the precise figure of 6.5 percent as the transitional X-factor.IbO 

40. Using 6.5 percent as a transitional X-factor was the Commission's reasoned approach 
to reconciling the competing goals of moving traffic-sensitive access charges closer to cost-based 
rates while avoiding a flash cut.16' The Commission wanted to ensure that ATS rates reached the 
target levels within a reasonable period of time to ensure that consumers reaped the benefits o f  
the CALLS Order as soon as possible Some commenters, however, argued that the Commission 
should avoid a flash cut of-accesscharge rates, whch  could harm competition.162 Moreover, the 
Commission previoi.dj. has he!d that flasl~ "!ita ir! wcess  rates should he avoided !o provide 
LE(:.: !XCs. a p j  end 1jSdi.i :imc i . ~  pc!j.i??al ii: ch8,pyei in late struC!ures.'6' rhus, th:" fh ' c f l . jSS iU3  

!(-'oitmiiiti f: .ir y r  ::a:'; page: - .. . -  

SF< ,'..%.51.'t; 1 1~1!:i,. Btiefal 56.  !-, *?~,e i.-,!f-r,! C ~ d c r  !hi, i .;si.,i~:~;;n r,:!.r:' cket encc 6 ,>riic c:sj i . i<c .  ~ :,< 

$;t..; ipplicable F, C !,6L 
:he price cap hrmula  for 
:)L:sihed accesj apd trrnkjr~ : 

'" 
IJ8 

IJq 

TOPLIC. 265 F.3d at 329. 

loo 

1 6 '  

16' See Letter from Donald F. Shepheard, Vice President Federal Regulatory Affairs & Poky, Time Warner 
Telecom to Magalie R. Salas. Secretary, FCC. CC Docket Nos. 96-262.94-1,99-249, and 96-45 (May 8,2000) 

See Access Charge Refom First Report and Order, 12 FCC Rcd at 15987, 16083, paras. 9,234 (adopting a 
gradual, market-based approach, rather than a flash cut, in eliminating unplicit subsidies in interstate access charges 
and in i g r a t l n g  usage-based charges into flat-rated charges). C/ Access Charge Reform, CC Docket No. 96-262, 
Seventh Repon and Order and F d e r  Notice of Proposed Rulemaking, I6  FCC Rcd 9923,9937, para, 37 (2001) 
( d e c l m g  to flash cut compehtive LEC access rates to the level of the competing incumbent LEC and fidlng that a 
(continued . . . .)  

25 

:? t.: itt t> q u a l  inflation, x-luch, wdcr 

:"4/SSt?'.-'zr, IS Fi.'C Rcd ai 13021, 13020, p i a s ,  :44, 1053. 

See ~ ~ P ! ~ c ~ ,  i 6 :  t . 3 d  a i  :29 

See TOPUC, 265 F.3d at 324; 47 U.S.C. 5 5  ZOltb), 202(a) 

Indeed, the c o w  explicitly r e c o w e d  that the X-factor "is no longer tethered to any productivity measure." 

See TOPUC. 265 F.3d at 329 

See CALLS Order, 15 FCC Rcd at 13036-37. paras. 178-179. 
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adopted a transitional X-factor to reduce ATS rates. in order to avoid the harms associated with a 
flash cut. 

41. Having rejected an immediate reduction to target levels, the Commission then had to 
determine the most reasonable X-factor to apply. In doing so, it was necessary for the 
Commission to consider a number of criteria: which factor would work best for the broadest 
range of carriers; which factor could be most easily understood and implemented; and which 
factor was best supported by record evidence submitted by all parties. The 6.5 percent X-factor 
best fit these criteria, and was thus the most reasonable choice for the Commission to make. The 
6.5 percent X-factor had been in place, although subject to a remand order, since 1997. Indeed, 
commenters in the CALLS Order proceeding did not propose any amount other than 6.5 percent 
for the transitional X-factor.lM The Commission determined that the transitional mechanism, 
featuring a 6.5 percent X-factor, would achieve the goal ofreducing rates over a reasonable time 
period, without reducing rates too quickly so as to harm LECs. The Commission was able to rely 
on the fact that the 6.5 percent transitional X-factor was proposed by CALLS, a group that 
included both price cap LECs and IXCs, as evidence that it reduced rates at a reasonable pace, 
i.e., not too quickly so as to harm LECs, but fast enough that the benefits of the rate reductions 
would flow to IXCs and their end-user customers in a timely manner. 

42. The court has recognized the legitimacy of the Commission’s reliance on its expertise 
in setting rates.I6’ In NARUC, the court upheld the Commission’s development of a $25 private 
line surcharge, even though this charge was “an estimate based upon assumptions drawn from the 
collective experience of the Commission.’”M The record was i n z d e q ~ t e  to allow the 
Commission to derive a more precise rate; thereferr. :h.e .irt found !h,: f i! ‘5 as redsonable for the 
Commission to rely on its expertise in setting the .d[e.’’’ In case of tt,%: 6 . ;  percerii ’;.facior, 
tht: record did w t  provide any nutnbsr oiher th.,r: 6.5 percent  TI^ ,k:~ --i.?.rl,,;?iond i . , . v h ~ , r , ~ > * n  No 
party arguer! that 6.5 percent was 811 p,rnaronz.~*l.: number forth:, ;2c:w;:!ssion t:. 

transitionai mechanism. Furthermore, the C;\nn:ssion had exp+:ience - . , , t i l  b s ~ i i ~ g  a 6.5 percent 
X-factor previously. It was theretore familia icith the IJpes of .;tiuctio-ts. thai could be expected 
from using this number, as opposed to some OihCr  nuinbzr that r:~: 
had not been used previously to reduce rates ,As discussed abwe,  the Coinmission : i  

expertise in determining that the 6.5 percent X-factor ;.jould achieve the policy goals of reducing 
ATS rates to target levels in a timely manner that would not harm LECs. 

4, 

hod ~ : G ~ o s P ; I ,  andthat 

(Continued from previous page) ._ 
gradual transition is more appropriate). 

ALTSnime Warner subrmned a proposal to use the 6.5 percent uansltional X-factor, but to target 50 percent of 
the X-factor to ATS rates and 50 percent to CMT rates. See Joint Comments oCthe Association Cor Local 
Telecommunications Services and Time Warner Telecoq CC Docket Nos. 96-262,94-1,99-249,9645 at 16 (filed 
Apr. 3,  2000). 

‘‘I See Nul’ /  Ass’n o/Regulurory Comm ‘rs Y.  FCC, 737 F.2d 1095 (D.C. CII 1984) (NARUC) 

I b h  

It4 

NARUC, 737 F.2d at 1139 

NARUC. 737 F.2d at 1140. 
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43. Before adoption of the CALLS Order in 2000, Commission staff analyzed the 
potential effects of adopting the CALLS plan when compared to the access charge regulations in 
existence at the time.168 In that analysis, IAD predicted when price cap carriers would reach their 
target rates using a 6.5 percent X - f a ~ t 0 r . I ~ ~  According to the IAD CALLS Study, carriers 
representing the following percentages of total access lines would reach their target rates: 6 
percent in 2000; another 42 percent for a total of 48 percent in 2001; another 26 percent for a 
total of 74 percent in 2002; and another 22 percent for a total of 96 percent in 2003.’10 The 
application of the 6.5 percent X-factor has yielded results strikingly similar to those predicted by 
LAD in 2000. Price cap LEC companies that met their target ATS rates immediately upon filing 
their 2000 annual access filings represent approximately 58 million access lines, or 36 percent of 
the approximately 163 million total access lines.”’ In 2001, companies representing another 39 
percent met their ATS target rates, for a total of 75 percent.”* In 2002, companies representing 
another 2 1 percent met their ATS target ATS rates, for a total of 96 p~rcent . ’~’  There are only 
approximately 6 million lines, or 4 percent of the total, served by price cap LEC companies that 
have not yet met their target ATS rates? These companies will continue to apply the 6.5 
percent transitional X-factor to reduce their ATS rates. We note that companies representing 
approximately 3 million access lines were very close to meeting their ATS target rates in their 
2002 annual access filings, and it is likely that these companies will meet the target rates in their 
2003 access filing.”’ Therefore, we expect that, after the 2003 access filing, price cap LECs that 
have not reached their ATS target rates will represent fewer than 3 million lines, or 2 percent of 
total access lines, with companies representing 98 percent at their target rates. Actual application 
of the 6.5 percent X-factor generally followed Commission staffs predictions on when 
companies would reach ‘heir targetrates, cstablishinE a t h c i y  transition pahmil hi wing^^ . ~ ~ 

~ 

bencfi.ts to r~ns!i[~xr~. In 9 timely_mara.+P-r ~~~~~ ~~~~ ~~~~ -~ ~~ 

~~~ ~~~~~ ~~~~~~~~ ~~ . ~~ ~~~~ - ~~~~~~~~~ . .. 
i. ) ?  . ~ y j f ~ c ~ ~ ~ t ; ~ . >  r!!frireil* ~~ ~ 

p;+*>, 7; r!<:-,j icj  i .a. , , :  
~~ . v  ~~ ~~ ~ . .  

- ~ . 
5ee LAD C.iI.1 5 ,< ‘ 6 8  

ibP - 
~~~ L 4 D  CALLS S?UQ i: App E ~ ~~~~~ ~~~ ~~~~~~~~ ~ 

LAD CALLS Study ai App. E. Approximate line counts from the carliers’ ZOO2 annual acccss filmgs were used 170 

to determine the percentage of total access lines at the target levels in each year of the IAD CALLS Study. 

See A p p e n h  B. Approximate access line counts for the price cap LEC companies are based on the 2002 171 

annual access filings. 

See Appendix B. 

See Appendix B 

See Appendix B. 

See Append& B.  For purposes of th~s analysis, we expect that companies wth 2002 annual access tariff ATS 

172 

Ill 

114 

I i s  

fates less than $0.001 above their target rates are likely to reach the ATS target rates m theu 2003 annual access 
tariff filings. 

An X-factor slightly hgher or lower than 6.5 percent, however. would not have had much m p a c t  on the 176 

(continued. ...) 
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the target levels at a faster rate, thereby possibly harming those smaller price cap companies that 
have not yet met the target rates. A lower X-factor would have reduced price cap com; -nies' 
ATS rates to the target levels at a slower rate; therefore, IXCs and their end-user customers 
would not have received the benefits of these lower rates in as timely a manner. The 
Commission relied on the record before it and its expertise in selecting a 6.5 percent X-factor in 
2000, and ttus X-factor has achieved the Commission's policy goals of reducing ATS rates in a 
timely manner without harming price cap companies by Cutting rates too quickly. 

45. The Commission's selection of a 6.5 percent X-factor as a transitional mechanism for 
moving to ATS target rates was based on the record before it. Indeed, the Commission was 
without a reasoned basis for selecting an alternative, transitional X-factor. The Commission's 
selection of a 6.5 percent X-factor in 2000 will bring ATS access charges to the target levels for 
price cap LECs representing at least 98 percent of total price cap access lines after the July 2003 
annual access filing. This percentage represents reasonable levels of lines reaching the ATS 
target rates during the tturd and fourth years of the five-year CALLS proposal. The benefits of 
lower access charges are being provided to consumers in a timely manner as envisioned by the 
Commission in the CALLS Order. The remaining carriers continue to move toward the target 
rates in a manner that provides meaningful consumer benefits, while avoiding the kind of 
dramatic rate cut that, as the Commission previously discussed, could harm LECs. Although 6.5 
percent is not the only possible transitional mechanism that the Commission could have adopted, 
for the reasons articulated above, i t  represents a reasonable exercise of the Commission's 
discretion in setting rates. 

IV. PROCEDURAL MATTERS 

A.~ ~ Supplemental . Flnal _. Regulatory ~~. Flexibilih Pcrrtirirsli+n 
~~ ~ 

46.. Thi Regulatory Flexibility Ac! o f  i '%I.;, i) a i ,LenC:~  
. . .  regula?- t prepared for c.iemakinp ;,io'cz 

that "the rule will ne! have a sigrLi5cant econoxic impacf or) .' ! ~ . b : ~ ~ r i a !  ~ i i i i k  of ~mi!l 
entities.""' The RFA generally defines "small c-iltity" 85, h;i,iiig tlic h;d:ie meaning ~ the  tarns 
"small business," "small organization," and "small gobemmental jurisdiction."!-' In addition, the 
term "small business" has the same meaning as the term "small business concern" under the 
Small Business Act."' A small business concern is one which: ( I )  is independently owned and 
(Continued from previous page) 
tunetable. Most carriers would have reached their target ATS rates on the same time schedule in that case. 

I,?: :i k c  -Igeiic:; zcriifies 

The RFA, see 5 5 U.S.C. S 601 er. seq., has been amended by the Contract With America Advancement Act Of 
177 

1996, Pub. L. No. 104-121, 110 Stat. 847 (1996) (CWAAA). Title 11 of the CWAPA is the Small Busmess 
Regulatory Enforcement Fairness Act of 1906 (SBREFA). 

I" 5 U.S.C. 5 605(b) 

5 U.S.C. 5 601(6) 

5 U.S.C. 8 601(3) (incorporating by reference the defnition of "small business concern" m Small Buslness Act, I EO 

15 U.S.C. S 5 632). 
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operated; (2) is not dominant in its field of operation; and (3) satisfies any additional criteria 
established by fhe Small Business Administration (SBA)."' 

47. On May 31,2000, the Commission adopted the CALLS Order, which reformed the 
interstate access rate structure and created a new universal service mechanism, lnrerstate Access 
Support (IAS), for price cap carriers."' On September IO, 2001, the Fifth Circuit affirmed the 
CALLS Order in most respects, but remanded for further analysis and explanation the decisions 
to size the IAS mechanism at $650 million and to adopt the 6.5 percent X-factor.I8' Specifically. 
with respect to the $650 million size of the LAS mechanism, the court concluded that, while 
identifylng a specific amount of support is an imprecise exercise, the Commission mu51 better 
explain how it arrived at the $650 million amount.'" Similarly, the court found that the 
Commission must demonstrate a rational basis for its derivation of the 6.5 percent X-factor."' 

48. In this Order on Remand, we provide further analysis and explanation as required by 
the court, but do not adopt any changes to the Commission's prior decisions. With respect to the 
$650 million U S  mechanism, we examine each of the studies in the record to determine the 
range of reasonable estimates of implicit support to be replaced by explicit support,18" and then 
explain why, in our independent judgment, $650 million is the most appropriate amount of 
implicit support within this range to replace with explicit support.'87 Specifically, we conclude 
that by conservatively setting the support amount at $650 million, we ensure that a substantial 
portion of the gap between SLC revenues and allowable CMT revenues will be covered by 
support, while minimizing the risk that the support amount will be too I_arse We also further 
explainrhc Commissi.on's reasoned approach in the CALI. S Order~in adopting ~~ ~~ 

the ~~ traiisitiorlal5.5 ~~ 

percer?t X-factur ~~ as a r n r a j l s  ofaclije\\ji7e, reductims i:i traff;,c,,senritivc rate? v h i k  2..::>i4w ~~~ .c'L_~ H ~ 

flash ,>i~lt /,. ai:cesc tares ; h i ,  :::,uld bar,: Corcpti::i +?!.WI~L:GII c c m d r r d  
~ . ~~. ~~ 

~~~ ~~ i iCi l  fAC?:,V ;cj:!l(j I:? ni<:( easi!: j'.,?~-.r>;c'>~.' ' , 3 d  
ipp&teA 5 )  rcr,ard e:id 

rfitrr;*, 2;,<1 %&<, 1 
01.:1~1 <;ti E,:IrL:ir:tj .jL-sdv, 11:j.. >;,hariZ- r i i l . . b c  $8653 ;.I: 
factcr: no cc,>r!c;r,ic in;pai,i ofairy kii:d resuii ~ ~ i f i  c r l i r n  !.:c rfqit,, ~JJ<!  ..ertifY ihat ~ ;his ~ 

Order &r~ R c k a ~ d  q j i l  nct have a significant economic. inljxct o n  a sibstmtial nllltibcr J f  smsx 

si jeasondhll: cilu:c 

.~~ ~ ~~~ ~~ ~ 

Sinali Bu5,hesr A-1, 5 15 U.S.C. S 632. 

CA1.L.T 3 d ~ .  15 FCC Rcd 12962; see 'd. at 13071-76 paras. 25 1-63 (Fmal Regulatory Flexibility Analysis). 

' 61  

I 8 2  

''' TOPUC, 265 F.3d at 317. 

Id. at 328; see a h  para. 17, infra. 

TOPUC. 265 F.3d at 328-29; see also para. 38, infra. 

184 

181 

See supra paras. 20-29. 

Seesupra paras. 30-33. 

See supra paras. 39-45. 

ISb 

181 

188 
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en titi es . 

49. The Commission will send a copy of this Order on Remand, including a copy of this 
supplemental certification, in a report to Congress pursuant to the Congressional Review Act."' 
In addition, this Order on Reconsideration and supplemental final certification will be sent to the 
Chief Counsel for Advocacy of the Small Business Administration, and will be published in  the 
Federal Register.'" 

B. Papenvork Reduction Act Analysis 

50. The decision herein has been analyzed with respect to the Papenvork Reduction Act 
of 1995, Pub. L. 104-1 3, and found to impose no new or modified reporting and/or recordkeeping 
requirements or burdens on the public. 

V. ORDERING CLAUSES 

51. IT IS ORDERED, pursuant to sections 1,4(i) and (j), 201-209, 218-222, 254, and 403 
ofthe Communications Act, as amended, 47 U.S.C. §§ 151, 154(i), 1546), 201-209,218-222, 
254, and 403, that this Order IS HEREBY ADOPTED as described above. 

52. IT IS FURTHER ORDERED that the Commission's Consumer Information Bureau, 
Reference Information Center, SHALL SEND a copy of this Order on Remand, including the 
Supplemental Final Regulatory Flexibility Certification, to the Chief Counsel for Advocacy of 
the Small Business Administration. 

FEDERAL COMMl A'ICATION COMMISSION 

Secretary 

1B9See5 U.S.C. J SOI(a)(l)(A) 

See 5 U.S.C. 5 605(b). 
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Appendix A 

FCC Staff Restatement Analysis of NASUCA Forward-Looking Cost Model 

Introduction 

NASUCA filed reply comments in this proceeding describing a forward-loolung cost study 
which indicated that the Interstate Access Support (US) mechanism adopted in the CALLS 
Order would be appropriately sized at $629 million if SLCs were capped at $5.00 and $336 
million if SLCs were capped at $6.50. On May 29,2002, NASUCA filed ex parte letters further 
detailing its study. As discussed in the Order, the Commission concludes that the NASUCA 
study should be restated to eliminate certain assumptions.’ The following sets forth the 
Commission staffs restatement analysis of NASUCA’s smdy. 

Restatement 

1. NASUCA’s Assumptions Related to Structure Sharing and Traffic-Sensitive 
costs 

See para. 29, supra 

In the SLC Cost Review Proceeding, NASUCA subrmned several studies describing different model outputs 
resulting from different “scenarios,” or setS of assumptions factored into the model. NASUCA Comments in CC 
Docket Nos. 96-262,94-1, and 9 6 4 5  (filed January 24,2002). These scenarios included the “default scenario,” 
whch utilized the Commission’s model without changes and the scenario whch herein is referred to at the 
“NASUCA preferred scenario,” whch make changes to the Conmission’s model consistent with NASUCA’s 
arguments that certam costs should be removed from the model. NASUCA submined these studies ffl Excel format, 
calling the file containing the default scenario “wc-cost” and callmg the file contained its preferred scenario 
”wc_cost-dlcls.” 

I 

J NASUCA’s default scenario does include changed assumptions regarding the atuibution of corporate overhead 
costs to the loop as compared io previous Commission uses of the Synthesis model. See para. 28, supra. 
Commission staff has not estimated the impact of this change by NASUCA. 
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Table 1 

NASUCA Preferred Scenario (in millions) Source 

NASUCA Preferred Scenario 
at $5.00 SLC Cap 

76 price cap, non-rural study areas 
with UNE Zones $472 L1 =NASUCA Preferred Scenario 
Additional 105 study areas $1 57 L2=USAC data 

Total $629 L3=L1 +L2 

NASUCA Preferred Scenario 
at $6.50 SLC Cap 

76 price cap, non-rural study areas 
with UNE Zones $252 L4=NASUCA Preferred Scenario 
NASUCA Factor 53.39% L5=L4 I L1 
Additional 105 study areas 

Total 
$84 L6=L2xL5 

L7 = L4+L5 

FCC Staff Analvsis of NASUCA Study 

NASUCA Default Scenario 
at$5.00SLCCap ~ ~ 

. ~. 
.. . ~~~ ~ 

. .- 
~ . , .  , . ~.~ . .. .. .. 

. . .  .~ .... 76 price cap. non-rwal study areas 
with UNE Zones . ~~ $685 L1 =NASUCA Default Scenario 
Additional 105 study arem $1 57 L2=l!SAC data 

Total $842 L3=L1+1.2 

~ - -~ ~ 

. .~~ . 

NASUCA Default Scenario 
at $6.50 SLC Cap 

76 price cap, non-rural study areas 
with UNE Zones $419 L4=NASUCA Default Scenario 
NASUCA Factor Recomouted 61.17°/o L5=L4 I L1 
Additional 105 study areas 

Total 
$96 L6=L2xL5 

/$5161 L7 = L4+L5 

As shown in Table 1, for the $5.00 SLC cap, the NASUCA preferred scenario calculates a 
forward-looking support amount of $472 M, to which is added another $157 M of support for 
105 study areas not included in the model. For the $6.50 SLC cap, the NASUCA preferred 
scenario calculates a forward-looking support amount of $252 M, to which is added another $84 
M of support for 105 study areas not included in the model. The $84 M is derived using a 
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NASUCA factor, more fully explained in NASUCA pleadings.' A total of $336 M in support is 
calculated. 

For the $5.00 SLC cap, the NASUCA default scenano calculates a forward-looking support 
amount of $685 M, to which is added another $157 M of support for 105 study areas not 
included in the model. For the $6.50 SLC cap, the NASUCA default scenario calculates a 
forward-looking support amount of $419 M, to which is added another $96 M of support for 105 
study areas not included in the model. The $96 M is derived using a modified NASUCA factor 
computed in the same manner as the original factor.' A total of $516 M in support is calculated. 

2. NASUCA's Exclusion of Multi-Line Business Lines 

The NASUCA study also fails to include SLC revenues and costs for multi-line business (MLB) 
lines. To include these MLB lines in the NASUCA default scenario, Commission staff modified 
the worksheet (resbusbyzone) in wc-cost so that the SLC revenues and costs are computed to 
include MLB lines.6 This was accomplished in the following manner. The MLB lines are 
already displayed in a separate column in the same worksheet. The formulas in the columns 
labeled "SLC revenues" and "economic costs" were modified. 

NASUCA Reply at 12. 

' NASUCA Reply ar 12. 

See note 2,  supra. 6 
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Table 2. 
FCC Staff Analysis of NASUCA Study Including MLB Lines 

(in millions) 

Restated NASUCA Forward-Looking 
Support at $5.00 SLC 

76 price cap, non-rural with UNE Zones 
Additional 105 study areas $1 57 L2=USAC data 

Total $869 L3=L1 +L2 

$712 L1= NASUCA default plus MLB 

Restated NASUCA Forward-Looking 
Support at $6.50 SLC 
76 price cap, non-rural with UNE Zones 
NASUCA Factor Recomputed 68.12% L5=L4 I L1 
Additional 105 study areas $107 L6=L2 x L5 

Total $593 L7 = L4+L5 

$485 L4= NASUCA default plus MLB 

For the 95.00 SLC cap, the NASUCA default scenario including MLB calculates a support 
amount of $71 2 M, to which is added another $ 157 M of support for 105 study areas not 
included in the model. For the $6.50 SLC cap, the NASUCA default scenarioincluding MLB ~~ 

calculates a support amount of $485 M, to which is added another $107 M of suppor? fooi 105 
study areas not included in,jhe model  the $107 M is tlwivcd using a ~rrimfied~i’~:jiICA~~~ctor. 
computed in the s a m e - m e e r  a.-j the:originnl factor.’ A tota!~af 5593 >I inwppr? i.s *.alllcillatcd. 

Results - .. 

Removing NASUCA’s assumptions regarding traffic-sensitive c o ~ i s  a id  sin&*re sharing &om 
the NASUCA prefemed scenario raises the amount of suppait from $336 M to $5 I6 M. 
Including the MLB lines raises support from $516 M to $593 M. 

. .  . .~ ... .. .~ 

.~ ~ . .  
- 

~~~ -. . 

NASUCAReplyat 12. 7 
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APPENDIX B 

Companies Reachns ATS Target Rates in 2000 A nual Access Filing 
Company (TRP Name) I Date ATS Rate Reached' 

mth (bstran) 8/1/200( 

Sprint Nevada (cenvan) 7/27/2000 
Sprint North Carolina (ucncan) 7/27/2000 
Sprint Southeast (ucsean) 7/27/2000 
Valor Oklahoma (vaokan) 7/27/2000 
Valor Texas (vctxan) 7/27/2000 
Valor Texas (vatxan) 7/27/2000 
Verizon Alabama (coalan) 7/27/2000 

I Verizon California (gtcaan) 7/27/2000 
Verizon East - South (batran)* 7/27/2000 
Verizon Florida (gtflan) 712 712000 
Verizon Kentucky (cokyan) 7/27/2000 

' Verizon Missouri (gtm Om) - 7/27/2000 
Verizon Nevada (convan) - 7/27/2000 

1 Verizon North Carolina &oncan) , ,, 7/27/2000 I - 
7/27/2000 , _ -  -. . - _ .  -\._.p_.:.. .. .. . . . ,  .. - .- .- -. ~ ~ 

7,'?:i~~l!fl 
TI?!: 2 coo 

~ Veriion ~ Pe~mjylv~illia __ ( g p m )  -. . . }  . . , -  ., - ,~ . , .  ~ . 

. . . . .~ . .  . J . . . ~ 
1.. i'orir . .2'2. '? Virginia , - , (c-ovaix~) . 

venrurT-Pe@Gzi;o 'GI) 

V ~ I ~ I L I ! ~ :  -~ ~.~ i'il.ginia ( e a a n i - .  . ~- ~ . .  . . . ... . . ~ .  - 

' 

annual access tariffreview plan (TRP) filings. 

' Approximate access line counts for the price cap LEC companies are based on these companies' 2002 a M d  
access TRP filings, CAP-I form. line 130. The h e  count dormation is annualized in the TRP filmg. We have 
adpsted the annualized line count dormation to represent the average number of lines in use on a monthly basis. 
Based on the 2002 TRP filings, the price cap compatues have approximately 163,372,660 InOnthly total heS.  

The dates are based on those reponed by the price cap companies at line 475 of the TGT-1 form i n  theu 2002 

As reported by Verizon in its April 10. 2003 ex parte tiling, the former Bell Atlantic entity reached the ATS 
target rate in the 2000 annual filing. Line counts for the former Bell Atlantic entity are based on the 2002 annual 
access filing. Letter from hchard T. Ellis, Director - Federal Regulatory Advocacy, Verizon, to Marlene H. Donch, 
Secrelary, Federal Communications Commission, CC Docket Nos. 96-262,94-1, 99-249, and 9 6 4 5  (filed Apr. 10, 
2003) (Verizon Apr. I O  Ex Pone Letter). 
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. 
annual access tariff review plan (TRP) filings. 

’ Approximate access line counts for the price cap LEC companies are based on these cornpaces’ 2002 annual 
access TW filings, CAp-1 form, line 130. The line count d o m a r i o n  is annualized in the TW filing. We have 
adjusred the annualized line count lnformallon to represent the average number of lines in use on a monthly basis. 
Based on the 2002 TRP filmgs, the price cap companies have approxmrely 163,372,660 monthly total lines. 

The dates are based on those reported by the price cap companies at  line 475 of the TGT-I form in their 2002 
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Total Lines: I 34,808,412 
(21% of total nationwide 

access lines) 
(96% at target rates) 

. 
companies that responded “No” at line 475 ofthe 2002 TRP form TGT-I, askmg whether the ATS larger rate was 
met in prior filings. We then compared these compames’ proposed ATS rates at line 1 I20 of the TGT-3 TRP form, 
with the original target ATS rate at  line 470 of the TGT-1 TRP form. Those companies wth  a proposed ATS rate 
lower than the target ATS rate met the urger as of the effective date of the 2002 annual access filing. 

’ 

To determine wtuch compames reached theu target ATS rates m the 2002 annual access filmg, we identified the 

Approximate access line counts for the pnce cap LEC companies are based on these companies’ 2002 annual 
access TRP filings, CAP-I form line 130. The lme count mformation is annualized UI the TRF’ filhg. We have 
adjusted the annualized line count information to represent the average number of lmes in use on a monthly basis. 
Based on the 2002 TRP filings. the price cap companies have approximately 163,372,660 monthly total lines. 

* 

rate m the 2002 annual filing. Line counts for the former NYNEX entity are based on the 2002 annual access filing. 
Venzon Apr. IO Ex Parre Letter. 

As reponed by Verizon in its April IO, 2003 exparre filing, he former “EX entity reached the ATS mget 
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: For purposes of this analysis, we expecr that companies with 2002 annual access tariff ATS rates less than 
$0.001 above their target rates are likely to reach the ATS target rates in thelr 2003 annual access tariff filings. 

Approximate access line c o u n ~  for the ?rice cap LEC companies are based on these companies’ 2002 annual 
access TRP filings, CAP-1 form, line 130. The line count dormation is annualized in the TRP filing. We have 
adjusted the annualized line count information to represent the average number of Imes in use on a monthly basis. 
Based on the 2002 TRP filings, the price cap companies have approximately 163,372,660 monthly total lines. 

t 

Although the Verizon Idaho entity’s 2G52 ATS rate is less than $0.001 above its target rate, Verizon claims that 
I t  IS not likely to reach the ATS target rate in the 2003 annual filing. Venzon Apr. 10 Ex Parre Letter. 
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